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Every important interest or movement presents itself to the 
serious thinker in the twofold aspect of past and future—history 
and prophecy. Only through a knowledge of the first is the 
second possible; only through an interest in the second does the 
first assume its rightful importance. 

I propose to direct your attention briefly to the subject of 
accountancy in the light of these two aspects that we may find 
what it now stands for and also, if possible, gain an insight into 
what it may become if proper efforts are directed toward the 
evolution of higher professional ideals. 

In the first or historical aspect, it may be said that while 
accountancy as a distinct profession in the United States is of so 
recent a development that it may be said to have scarcely any 
history, yet, on the other side of the Atlantic, particularly in Scot- 
land, it has been recognized for more than a century as a dis- 
tinct and honorable calling; and for over half of that time 
Scottish societies have demanded a training upon the part of 
candidates for admission equal to the education required in law 
and in medicine. 

In England, while of a somewhat later growth, accountancy 
has made rapid strides. In the two great societies now existing 
there are at least five thousand accountants who may be said to 
be in active practice. In addition to this, many have gone out to . 


*A paper read at the Annual M of the American Economic Associati , 
Atlantic City, N. J., December 28, lation at 


265 


j 
| 
= 
. 
| 


~ 


The Journal of Accountancy. 


the British colonies, while still others, trained in England or 
Scotland, have come to our shores and, in not a few cases, have 
become leaders in the profession in the United States. 

Prior to twenty years ago the public accountant was in no 
true sense a factor in American business life. Indeed it would 
not be far wide of the mark to apply this statement to a period 
within ten years, during which the work of public accountants 
has at least quadrupled, if indeed it has not increased tenfold. 
Without boasting, this fact must be recognized in considering 
present conditions, for obviously the pressure that has been put 
upon individual accountants during these recent years has not 
favored the development of a high type of professional lite. 
While this acknowledgement does not justify certain present con- 
ditions it does at least explain why they exist if it does not to 
some extent excuse them. 


In its legislative development accountancy has followed the 
general trend of that of the medical profession of some years 
ago. Thus far the legislation that has been effected merely pro- 
vides for recognition, and also sets up prescribed standards, 
which, when attained by the applicant, permit his using the title 
of Certified Public Accountant or its distinctive initials C. P. A. 
This usage guarantees to the public that certain requirements 
have been complied with. Earnest efforts are being made to 
raise these standards to a higher level, with an approximate 
uniformity among the states. Any one who so desires and can 
find clients to patronize him is at liberty to practice as a public 
accountant anywhere in the United States. It is, however, alto- 
gether probable that within a short time restrictive legislation 
will be secured under which it will be necessary for all those who 
wish to practice to conform to reasonable standards of education 
and training. 


In Great Britain, because of the standing of accountancy as 
a profession, young men of good family and with a college or 
university education are attracted to it in large numbers. Before 
being permitted to practice as a chartered accountant, how- 
ever, these men must pass through an articled clerkship of from 
three to five years during which time they draw no salary. 
Moreover, they usually pay a premium of from a thousand to 
twenty-five hundred dollars before being articled. After pass- 
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ing their preliminary examinations they must succeed in an inter- 
mediate and in a final examination. These tests cover not only 
accounting in the ordinary sense of the term, but also require 
a good knowledge of mathematics, economics, and at least one 
modern language. 


In America, the articled clerk system does not exist. A 
young man coming into the profession here can either enter the 
office of an accountant as a clerk on a salary, or he can secure 
part at least of his theoretical training in one of the university 
schools. These schools are of such recent origin that it is yet 
too early to determine just how useful a purpose they are going 
to serve in the development of accountancy, but the attitude of 
accountants generally toward them is that of hopeful anticipa- 
tion. That they have not yet provided a form of training that 
has been wholly satisfactory to accountants is doubtless due at 
least in part to the difficulty of securing instructors who under- 
stand something more than the most elementary features of 
accountancy. It would hardly be expected that a medical school 
could attain high reputation with a faculty composed of men 
who, however great their knowledge in allied fields, were 
possessed of no hard earned experience in the diagnosis and treat- 
ment of disease. It is to be hoped therefore that the university 
schools may not be manned entirely by instructors who have 
only a theoretical knowledge of accounting practice. This point 
is vital, and any school failing in it is likely to prove disappoint- 
ing to the institution with which it is connected and to the pro- 
fession which it aims to serve. 


In spite of the lack of orderly means of training, the public 
accountant has attained in this country a position of considerable 
importance. The intelligent business man of to-day knows what 
a public accountant is and has a fairly clear notion of what he 
does. 

Corporations of the better class here are of their own volition 
rapidly adopting a practice long established in England (which 
has become obligatory under the Companies Act of 1900), and 
are retaining public accountants to make periodical audits. Such 
corporations usually publish a certificate signed by these auditors 
testifying to the integrity of the accounts issued to the investing 
public. Within very recent years this practice has made such 
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headway that the present rate of increase will shortly place in an 
apologetic position those corporations that do not adopt the 
practice. 

Thus, in the audits of accounts of corporations and others, 
in the investigation of properties for prospective purchasers, in 
the organization and installation of accounting systems and in 
the revision of business methods, the accountant of to-day finds 
himself in a position where he not only has the favorable opinion 
of the business community, but finds in his work a constantly 
enlarging sphere of usefulness. 


Turning next to the more speculative, and perhaps more 
interesting division of my subject—the prophetic aspect—let us 
attempt to investigate the probable development of this youngster 
that has landed in a somewhat rough-and-tumble fashion in our 
midst. It would seem as though three courses are open along 
any one of which it might be possible for accountancy to 
develop. 


First, after the manner of the age it might merge with other 
existing professions, or with parts thereof, to form a composite 
profession including, perhaps, certain classes of work now con- 
ducted by engineers, and possibly also absorbing certain kinds of 
work now carried on by the legal profession, and also taking up 
the burden of that somewhat shadowy individual, the business 
adviser. 


It is reasonable to presume that the successful engineer of 
the future will have a more comprehensive knowledge of 
accounts and accounting practice than had his brother of the 
past, and the lawyer, too, is finding that his practice often takes 
him into the field of accounts, of which he can no longer afford 
to be ignorant. It is hardly likely, however, that either of these 
professions will seriously attempt the difficult task of riding two 
horses at once. It is much more likely that both will assume 
toward accountancy the attitude now adopted by the best 
accountants toward engineering and particularly toward the law. 
An accountant in active practice needs to have a fairly compre- 
hensive knowledge of those branches of legal knowledge com- 
monly known as commercial law. This knowledge, however, 
does not in any way interfere with his relations with the legal 
profession, and his knowledge of the law only enables him to co- 
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operate more fully with his legal brother in a common effort to 
attain the ends of equity and justice. Friendly co-operation 
rather than combination would seem to be the logical develop- 
ment of engineering, law, and accountancy. Each of these pro- 
fessions has within it ample ground that is individual and dis- 
tinctive, although in company with all other classifications of 
human knowledge and activity there are of necessity certain 
points of contact where one merges in the other. 


The so-called business adviser, as a distinct entity, is scarcely 
yet a concrete proposition, and it is hardly conceivable that he 
will attract much serious attention in the near future. Advice 
will be sought by the business man acccrding to his needs from 
all the professions, and with the present development the ground 
seems to be so covered that there is little room for another 
specific profession unless it is to supplant some one of those 
already in action. Neither the need nor the probability for this 
exists to-day, and discussion of it is litthe worth while. 


Granting, then, that accountancy is to retain an independent 
existence some would urge that its largest usefulness will be 
attained by specialization. That is to say, certain members of 
the profession will devote all their attention, for instance, to 
banking, and will thus become deeply versed in not only the 
accounts of banking institutions, but also familiar with all the 
mysteries of fiscal operations. Others, again, will find their field 
in the foundry or in the machine shop, where they will familiar- 
ize themselves with industrial processes and the means of cre- 
ating and maintaining the most effective forms of organization, 
as well as the most simple and yet most comprehensive methods 
of accounting for these classes of business activity. 


Still others may specialize in the organization, administra- 
tion and accounting of our great department stores. So on 
through the list some would have us see the accountant of the 
future turning away from general practice to the less extensive 
but more intensive work of the specialist. In some ways this is 
an attractive vision. The human mind does reverence to the 
man who has chosen to limit the breadth of his field to pursue it 
to unlimited heighths and depths—whatever that study happens 
to be. 


These forms of specialization, however, exact their own 
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penalty. It is the rare man indeed who can at once maintain 
intensity and breadth of vision, and it is at least an open ques- 
tion whether professions in which specialization has been carried 
farthest, as in medicine, have found it an unmixed blessing. Is 
it not a matter of common knowledge that the health, even the 
life, of many a patient has been imperilled by the severe specialist 
who, enamoured with his own little branch of medical science, 
has failed of that larger vision that would have detected con- 
tributing causes of first importance? 


Two factors seem to militate against a high degree of speciali- 
zation in accountancy: One is the fact that “ business ” is a large 
and complicated concept, and although at first blush it would 
seem as though this were an argument in favor of specialization, 
it is nevertheless true that the business man has to entertain this 
concept, and any one who is to be of any but minor assistance to 
him must be able to approach a problem with more comprehesive 
knowledge than a specialist can hope to bring to bear upon it. 
Much of the work that has occasionally brought discredit upon 
accountancy in the past has been the result of a lack of an intelli- 
gent appreciation of the larger underlying principles involved. 
It is a relatively easy thing to devise ways and means of dealing 
with small sections of a problem but unless these be coordinated 
with other sections to which they bear a more or less intimate 
relation the practical opertion of the whole will be retarded 
rather than forwarded. Knowledge gained through an audit is 
frequently of the highest value to the accountant in devising a 
system of accounts or records; and experience in one branch of 
business is often extremely useful if not absolutely necessary for 
an accountant to deal satisfactorily with the affairs of other types 
of business. 


Another important factor working against a highly developed 
type of specialization is the extensive organization required in 
an accountant’s office. There are of course many men who are 
practicing alone, but even these, if their practice is of any 
moment, find it necessary to maintain staff organizations that 
are out of proportion to those required in most, if not all, other 
professions. The tendency of the times is, moreover, strongly 
toward the larger organizations found in firms made up of a 
number of partners, and carrying large permanent staffs of 
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trained assistants. Further than this such firms find it necessary 
to maintain offices in perhaps a number of different cities. All 
this makes specializing difficult even though such specialization 
were considered desirable. 


If, then, accountancy is not to lose its existence, and is not 
to split up into a number of camps, what, it may be asked, has the 
future in store? In answer to this, and while denying most 
positively that the accountant is to become a narrow specialist, it 
may be frankly conceded that there are two phases of account- 
ing work, each presenting some distinctive features. One is 
analytic as typified by the audit and the examination. The other 
is synthetic or constructive, instances of which are found in the 
construction and installation of cost and other systems of 
accounts. 

It is quite probable that some division along this broad line 
will take place. Some accountants, or accounting firms, will find 
their largest field of usefulness in constructive work, while others 
will build their reputation mainly upon audits and investigations. 
Many others, however, will undoubtedly combine these functions, 
and will continue a general practice even though a certain 
amount of specialization may be maintained in the firm or in 
the staff. The standardization of accounting classifications and 
methods will have a tendency to reduce the volume of con- 
structive work, although it is probable that the growth in busi- 
ness and the generation of new ideas will more than counter- 
balance this contraction. So it is likely that for many years to 
come there will be a profitable, although ever difficult and vex- 
atious, field for the accountant in devising and installing account- 
ing systems and reorganizing business methods. 


A very large development is almost certain to come in the 
near future in the matter of annual or at least of periodical 
audits of the accounts of corporations and others. It should be 
remarked in passing that the public, generally in this country, 
does not apprecate the real meaning of the term audit as used by 
accountants. The average man is likely to conceive of an audit 
as a checking over of vouchers and the comparison of entries in 
the books with various sorts of original data, and in this manner 
ascertaining the mathematical accuracy of the records. It is 
true that this is one form of an audit and commonly J; . 
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among accountants as a detailed cash audit. It has, and will 
continue to have a certain degree of usefulness, and will be 
employed more or less extensively in dealing with the accounts 
of smaller business organizations. In auditing the accounts of 
a large industrial corporation or of a trunk line railway it is 
obvious that this method of procedure would entail a volume of 
work that would be prohibitive and would produce results in 
inverse ratio to the time spent upon the work. 

Time does not permit of an adequate discussion of the prin- 
ciples involved in the audit of the accounts of a large corpora- 
tion, but briefly speaking, attention must be directed mostly to the 
preparation of the balance sheet. If, from year to year the bal- 
ance sheets presented by a corporation are correct, it follows as a 
matter of course that the true profit and loss for each period is 
revealed, so that, therefore, the whole case rests upon the integ- 
rity of the balance sheet. Have the assets been properly 
valued? Has sufficient allowance been made for maintenance 
and depreciation? and for possible losses through bad debts or 
otherwise? Are the current assets properly classified so that an 
intelligent opinion can be formed as to their probable realiza- 
tion? Are all of the liabilities included or is there perhaps a 
large volume of liabilities of underlying companies that are not 
revealed upon the general balance sheet? These and many others 
are questions that present themselves and are often of a most 
difficult and highly essential nature. 

It must be borne in mind that a balance sheet of any large 
corporation is not a statement of facts that can be demonstrated 
with mathematical accuracy so much as it is an expression of an 
honest and intelligent opinion. In this expression of opinion the 
public accountant is now being recognized as an authority, and 
what is being widely done through the voluntary action of corpo- 
rations that desire to deal fairly with their investors will doubt- 
less become a legal requirement, and before many years the 
independent audit of all corporations offering their securities to 
the public will be firmly established. 

With this, or possibly preceding it, will also come a civil 
liability on the part of the accountant for the faithful and dili- 
gent performance of his duties. As yet there are no decisions in 
is country upon the question of the liability of an auditor, 
der the English law his liability both civil and criminal is 
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pretty well established. A case in point was one in which two 
fairly prominent chartered accountants had been auditors of a 
bank for a number of years, and had failed to disclose frauds that 
had been practiced by the officers of the institution, and upon 
the failure of the bank the auditors with the directors were, 
after trial, imprisoned at hard labor. In another leading case 
it is generally understood that a firm of accountants effected 
a settlement by paying £60,000 rather than take their chances 
with a jury. Civil liability on the part of the accountant is, I 
believe, certain to come in this country, and while each member 
of the profession may well pray that the offense shall not come by 
him, it is, nevertheless, true that the effect of a clearly defined 
civil liability will be salutary. It will give confidence to the 
business public in the accountant’s certificate as nothing else will 
do, and while the best accountants to-day recognize their moral 
responsibility quite as much as it will ever be necessary for them 
to recognize any legal responsibility, the knowledge that a civil 
and possibly a criminal liability attaches to them will deter the 
careless or the indifferent. 


Accountancy, then, is not to be a thing of shreds and patches 
but will, if those in whose hands its fortunes are entrusted fulfill 
their part, expand along the lines upon which it is now operating, 
growing in dignity and power until it will stand shoulder to 
shoulder in the estimation of the public, with those older profes- 
sions whose courses have been a laborious evolution of years and 
centuries. Accountancy will offer within itself a field for the 
exercise of widely differing talents, and while the individual 
members will vary in their scope and methods of practice, they 
will still be in the true sense of the term and will ever take pride 
in being called accountants. 


In an hour when complaints are heard on every side that 
the law is crowded, that the young man entering that noble pro- 
fession has years of labor and of waiting before he can hope 
to gain renown, and when the same cry goes up from other profes- 
sions, may we not well suggest to the young man aspiring for 
professional honors that accountancy affords an adequate field for 
trained minds and willing hands, and offers inducements, finan- 
cial and otherwise, that are largely in excess of those attainable in 
any but exceptional instances in the older professions. 


273 


A Definition of Accounting.* 


By Joun C. Duncan, Pu.D., 
University of Illinois. 


The object of this paper is to present a definition of account- 
ing, and not a definition of an accountant. In the first place, the 
speaker wishes to call attention to the fact that he does not 
desire to limit the field of the accountant or the field of the science 
of accounting. THe JourNAL oF AccounTANCy of July, 1906, 
published an interesting article entitled, “ The Field of Account- 
ancy,” by Professor David Kinley. Professor Kinley sent fifty 
letters to as many practicing public accountants asking them to 
define “ public accountant.” -He received about forty different 
replies. In all of these definitions it is evident that the account- 
ant is expected to do more than one thing. In fact he is looked 
upon as a person who has at his command a knowledge of a 
number of different branches of knowledge; namely, accounting, 
auditing, and commercial law. For lack of a better term, it 
seems that the practitioner has selected one branch of his pro- 
fession to let it indicate the type of service he offers to the 
community. There would be just as much sense in calling a 
Certified Public Accountant a Certified Public Auditor as there 
is in calling him an accountant. A surgeon must know anatomy, 
physiology, hygiene, pathology and a number of other branches, 
as well as surgery, before he may practice as a surgeon, but the 
title Medical Doctor means that he has obtained a sufficient 
mastery of those various branches to be entrusted with the lives 
of the people in the community. 

The profession of general business advisor, for lack of a 
better term, has selected one branch of the many services which 
it offers to the community, and uses that branch to designate 
the entire profession. We can not, therefore, make a definition 
of accounting from the types of services the accountant offers; 
neither would it be advisable for us to rename the profession 
since it has such a distinct meaning in the business world at the 
present time. 

The all embracing services that the accountant undertakes 
have brought in their train an extremely vague idea as to what 
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accounting in itself should include, and the examining boards 
of the various states give as indefinite an idea of the profession 
as one could hope to find. If we try to make a definition of 
accounting from the C. P. A. questions set by the various examin- 
ing boards, we are confronted with a very serious difficulty. 


An editorial in THe Journat or Accountancy for July, 
1906, makes the following statement : 


“Tt has long been a reproach to the accountancy profession in the 
United States that the examinations proposed for admission into the pro- 
fession are exceedingly elementary and in no way comparable with the i 
examinations for admission into the other learned professions. With few i 
exceptions candidates for the C. P. A. degree pass the examinations in i 


commercial law, auditing and theory of accounts, generally with high 
marks, Very few, however, pass the examination in Practical Accounting. 
The reason for this condition is not far to seek. It is because the first 
three subjects are generally too elementary to be set as a condition of 
examination into a profession, and because the examination in Practical 
Accounting demands of the candidate the working out of puzzles rather 
than the solution of problems. The problems themselves ordinarily present 
not the slightest difficulty provided the meaning of the examiners can be 
clearly determined. Their expression is generally a matter of taste. A 
variety of methods are available of which the examinee selects one which 
may or may not suit the examiner.” 


This criticism, the speaker feels, is an eminently fair one for 
many State Board examinations. In looking over the examina- 
tions set by various states for a number of years past it seems 
that many of the examining boards have defined accounting in 
their own minds as the science of lucky bookkeeping; and the 
holder of a C. P. A. degree is the lucky bookkeeper who has : 
passed the State Board examination. This may keep out of the | 
profession a great number of people, but it is not a selective pro- 
cess, and it does the profession no good to make such require- 
ments. 


In the first place, bookkeeping should be clearly set apart 
from accounting. Bookkeeping is the art of recording business 
transactions according to a logical plan that can readily be inter- 
preted. It begins with the statement of the transaction, and 
ends when the transaction has been properly journalized and / 
posted to the ledger and tested by a trial balance. Accounting 

should not concern itself with this division of the work, although 
one must be thoroughly familiar with bookkeeping before he 
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can hope to do accounting. Accounting begins where book- 
keeping ends, and is not an art, but a science. 

A bookkeeper for a business, however, is not thereby strictly 
limited to making entries for the business, and testing them by 
the trial balance. Unless he desires to become a mere mechani- 
cal clerk he should know sufficient accounting to make a loss 
and gain statement and a balance sheet. But bookkeeping, the 
art, does stop at the trial balance, because when we get beyond 
that point we are analyzing and interpreting the recorded busi- 
ness evidence; we are making deductions on a scientific basis. 
As the practicing accountant is expected to do more than 
accounting, so the bookkeeper should be able to do more than 
just keep books, but that does not affect the scope of the art of 
bookkeeping nor that of the science of accounting. 

George Lisle defines accounting as “The science which 
treats of the methods of recording transactions entered into in 
connection with the production and exchange of wealth, and 
which shows their effect on its production, distribution and 
exchange.” A little farther on he makes the statemeit: 
“Accounting is a branch of mathematics.” This attitude on the 
subject of accounting is open to two objections, 

1. Accounting is not a branch of mathematics, although we 
use mathematics to assist us in solving accounting problems. 
Physics and chemistry use mathematics to assist in establishing 
their conclusions to an even greater degree than does account- 
ing, yet we should never consider them branches of the science 
of mathematics. 

One of the great things which accountants emphasize 
in good accounting is the complete equation of records. To 
the speaker’s mind the equality should be completed not because 
it indicates that the accounting is correct from a mathematical 
point of view, but because it shows both the origin of each trans- 
action and how it has influenced the affairs of the concern, thus 
giving material for correct analysis by giving us a means of 
tracing out flaws in entries. One may have very bad, misleading 
accounting with a balanced set of books and it would be a poor 
specimen of an accountant who would accept correct mathe- 
matics as a proof of correct accounting. The two following 
trial balances will illustrate the point that accounting as a science 
is not a branch of mathematics : 
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TRIAL BALANCES. 


$36,000 
24,000 


Real estate 
Machinery 
Merchandise 
Furniture & fixtures 
Expense 

Wages 

Bills receivable 
Accounts receivable. 
Bills payable 
Accounts payable. . 


Merchandise inventory $48,000. 

Depreciation—Real estate, $1,000; machinery, $1,500; furni- 
ture and fixtures, $200. 

Interest on capital invested and withdrawn six per cent. 


We take as an illustration a hypothetical case where two 
men, Jones and Smith are partners doing a certain business, 
and another man, Brown, offers to buy one-half interest in the 


firm on the following terms: 


(1) He will invest as much capital as the combined net 
worth of Jones and Smith in the business at the end of 
the year. 

(2) He will give in addition, for goodwill to Jones and 
Smith twice the profits of the past year. 

(3) In determining loss and gain the following depreciation 
charges shall be made, Real estate, $1,000; machinery, 
$1,500; furniture and fixtures, $200. 


(4) In determining loss and gain the business must pay six 
per cent. interest on all capital invested and the partners 
must pay to the business six per cent. interest on all 
capital withdrawn. 


If the partners Jones and Smith knew of Brown’s intentions 
at the beginning of the year, several methods might be used in 
keeping the books, two of which are tested by the trial balances 
above and are found to be mathematically correct. In the first 
case Jones and Smith have paid themselves $3,000 and $2,000 
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salaries, respectively, for running the affairs of the concern and 
have counted those salaries as part of the cost of production. 
Under the circumstances the loss and gain account shows that 
the business has lost money. 


No. 1 
LOSS AND GAIN 


Cest of goods 
Salaries 


Depreciation 
Real estate.... 
Machinery.... . 
Furniture and 
fixtures..... 


Interest 
Jones’ Capital. 
Smith's capital 
3,600 


$103,300 $103,300 


BALANCE SHEET 


LIABILITIES 


$3,000. Bills payable 
Bills receivable 4,000 Accounts payable 
Accounts receivable... . 30,000 =I nterest 
Merchandise 48,000 6Capital: 
19,000 
Machinery 13,500 


Furniture and fixtures... 2,800 
1,300 


$121,600 $121,600 


In the second case each partner adopted the fiction that he 
gave his services to the concern and withdrew from his capital 
$3,000 and $2,000, respectively, thus diminishing his capital by 
the amount withdrawn, but in no way affecting the loss and 
gain account, save to add interest to the extent of $300 to the 
gain side. The firm shows, however, a considerable profit. 
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No. 2 
LOSS AND GAIN 


Cost of goods........... $85,000 
Wages 5,000 ©6Inventory 
Expense 2,000 ~= Interest 
Depreciation Jones with- 
Real estate.... drawal 
Machinery.... Smith’s with- 
Furniture and 

fixtures..... 


Interest 
ones’ capital.. 
mith’s capital 1,440 
3,600 
4,000 


$102,300 $102,300 


BALANCE SHEET 
LIABILITIES 


$3,000 Bills payable $3,000 
Bills receivable 4,000 Accounts payable 55,000 
Accounts Receivable. . . 30,000 = Interest 3,600 
Merchandise 48,000 
Real estate 19,000 


Machinery 13,500 


Furniture and fixtures.. 2,800 i 4,000 
Interest 300 


$120,600 $120,600 


Now, if Brown accepted the equation of the accounts in the 
second case and the conclusions reached from them by the 
correct mathematics, he would be paying a steep price for his 
own ignorance and the other men’s rascality. 

(2) The other objection to Lisle’s definition that may be 
pointed out is that while it states in a general way what account- 
ing should include, it is open to the defect of a narrow interpre- 
tation in that it regards accounting as a species of advanced 
bookkeeping. For quite a while the writers on accounting took 
the narrow interpretation and have regarded accounting as the 
science which relates to the proper classification of the receipts 
and expenditures of a business in such a way that the owners 
may determine the losses and gains and assets and liabilities of 
the enterprise under consideration. The works of Lisle, Dicksee 
and almost every other writer on the subject have confined them- 
selves more than they should to this restricted phase of the 
question and, as a result, we find that there is a tendency on the 
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part of most people to regard accounting in a more narrow 
light than it should be. 

Professor Cole in his recent contribution calls attention to a 
phase of accounting which, it seems to the speaker, should be 
emphasized very much more strongly than it has been in the 
past. A chapter is devoted to the subject entitled: “The 
Place of Statistics in Accounting.” In the chapter he points out 
the value to the manufacturer of gathering and arranging 
information which does not show directly in the loss and gain 
account and balance sheet, but which at the same time is 
exceedingly valuable to the management of the concern in reveal- 
ing the efficient and non-efficient parts of his organization. 

If we consult authorities on statistics, we find that statistics 
is defined as the science of counting. It is the science which 
deals with the collection and interpretation of numerical evidence 
in order to arrive at definite conclusions concerning economic 
and social phenomena. Murray in his great dictionary defines 
accounting as “The action or process of reckoning.” It is 
derived from a French word which has in turn been derived 
from a Latin root “ Comput” meaning a reckoning or counting. 
From the bare definitions note the similarity of the subject matter 
of the two sciences, statistics and accounting. Both are sciences 
of reckoning. : 

It may seem a little startling to call accounting a statistical 
science, but, as a matter of fact, do we not, either consciously 
or unconsciously, apply statistical methods in pursuing account- 
ing work? A loss and gain account and a balance sheet are 
really tables in which are classified financial data of an enterprise 
for the purpose of determining certain conclusions about the 
business. We call the gathering of cost data and other informa- 
tion relating to the efficiency of the plant the collecting of plant 
statistics. If that is gathering and keeping plant statistics, is 
not every entry on the other books, whether a purchase or a 
sale, bills payable or cash payment, or whatever it may be, the 
keeping of financial or commercial statistics of the business ? 

Every business has two sides which may be considered the 
financial and managerial sides, respectively. The financial side 
of a business includes all the transactions which arise between 

1. The firm and stockholders or between partners 

2. The firm and debtors 
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3. The firm and creditors 

4. The income and expenditures of the firm 

5. Its losses and gains 

6. Its assets and liabilities. 

The managerial side of the business includes all transactions 
which arise between 

1. The various departments which produce or sell goods, 

including the cost of good both as a whole and by depart- 
ments. 

2. The firm and its employees. 

On the financial side the owners of the concern are interested 
in the sums of money the enterprise is making or losing. On the 
managerial side they are interested in how it is being made or 
lost, what is the efficiency of the concern, and how they can 
further economy in production. 

Accounting is the science which shows how to make the 
records which wil! tell the financial status of the business and 
which shows also the efficiency of departments and of its 
employees. ‘It is the science which enables you to determine how 
losses like depreciation and other things should be distributed. 
It is the science which enables you to determine the cost of 
manufacturing goods both as a whole and in each step in the 
process. It is the science which enables you to compare different 
methods in carrying on the business so that the officials can 
determine their policy in management. It does not, however, 
consider the problems of industrial management and organiza- 
tion. It shows quickly and accurately how different policies in 
organization and management affect the earning power and 
productive capacity of the enterprise. In its broad aspect it is a 
statistical science which tells how to make records and which 
gets into and shows up the workings of all parts of the concern, 
both financial and managerial. It is the barometer of the busi- 
ness. 

A definition which would include all these points and at the 
same time prescribe its limitations might be expressed as 
follows: Accounting is that science which treats of the methods 
of recording transactions in business and interprets the state- 
ments recorded in books and documents so that the layman may 
have a clear conception of the exact financial and managerial 
standing of the firm or enterprise both in parts and as a whole. 
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Accounting in its Relation to Economics.* 


By Maurice H. Rosinson, Px.D., 
University of Illinois. 


“ Accounting,” according to Lisle,+ “is the science which 
treats of the methods of recording transactions { entered into in 
connection with the production and exchange of wealth, and 
which shows their effect upon its production, distribution, and 
exchange.” + This definition by one of the foremost Scottish 
accountants, while obviously incomplete, possesses the merit of 
calling attention to the fundamental economic principles upon 
which accounting is based. Whatever the definition adopted, 
there is universal agreement that economics is the general 
science of wealth. This idea is always present although the 
phraseology differs. Sometimes economics is called “ the science 
of industrial relations,” § or “the science of business activi- 
ties,” || or “ the social science of business.” 

The two subjects are thus intimately related in that they each 
deal with the same subject matter, namely, wealth, its production 
and distribution, together with the economic relationships neces- 
sarily involved. Economics, however, differs from accounting in 
that it treats of the nature of wealth and analyses the conditions 
under which it is produced and distributed among the members 
of society. It describes the process of wealth production, the 
conditions which facilitate the division of labor and exchange of 
products and the advantages of each; it asks the question, 
How is the wealth produced by society as a whole shared by the 
factors of production and the individuals who compose each 
factor? The answers of the economist to all of these questions 
are indefinite from the quantitative standpoint. He finds by 
historical investigation that wealth may be produced without the 
aid of capital; that, however, such a method is slow and ineffi- 
cient compared with those where capital joins with labor and 
natural resources. The economist as such cannot tell how much 
more efficient. For this information he must turn to his co- 
worker in economic investigation—the accountant. The 
economist analyses the process through which wealth, created by 

*Paper read at the Annual Meeting of the American Economic Association, Atlantic 
City, N 2%, 1008. 

t+ Lisle; Accounting in Theory and Practice, p. 1. 

? The word “ transactions”’ includes transfers of materials from one department of a 
manufacturing establishment to another as well as those where an actual sale is effected. 


Seligman; p. 4. 
| Seager: p 
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the co-operation of producing agents, is finally traced to the 
possession of individuals who make up the producing society. 
Here again he can not tell how much goes or ought to go to 
any one class of claimants, or to any individual of a class. The 
accountant must be called in, and within certain limits he is able 
to measure the contribution of each factor of production and 
each individual composing each factor. He also is able to 
determine the share which each class of producers and each indi- 
vidual producer gets after the process of distribution is com- 
pleted. By comparing these results he is able to answer the 
questions which are at the heart of the social unrest of all ages, 
namely, Does the producer in a complex industrial society 
receive as a consumer the equivalent of that which he creates 
as a producer? As qualitative chemistry must of necessity pre- 
cede and predetermine the conditions under which the quantita- 
tive chemist works, so the economist must first analyze economic 
society, differentiate processes, classify wants, determine the 
nature of wealth, trace out the intricate economic relationships 
in both production and distribution, and, from his analysis of an 
economic society and his observation of its workings, formulate 
economic laws. 

Side by side with the economist, the accountant, working on 
the foundations laid by the economist in his analysis, attempts 
to determine the economic relationship of the members of an 
economic society with definite quantitative results. The econo- 
mist finds that land assists in production (and therefore claims a 
share of the joint production) in the form of rent. The accountant 
determines how much the land produces and therefore how much 
it ought to receive.* The accountant also finds how much land 
actually does receive and putting these results side by side the 
economic philosopher may then compare them and ask the 
question—Why are they not equivalent?—and answer it if he 
can. Applying the same methods he determines the creative 
powers of labor and of capital, and again finds the amount of 
their share in the actual distribution of wealth. Ina similar way 

*In actual practice, entrepreneurs bid against each other for the use of the!more desir- 
able locations and for the more fertile plots of land. Each with the aid of the cost ac- 
countant is able to determine with very great exactness the cost of conducting his business at 
bo will be able tranenct and the ke WIN’ be 
fore knows what he can pay and the competition among many en eurs in many lines 
of business, forces the rent actually paid up to a point approximately equal to its produc- 


ing power in the line of business where the land is most efficient. The accountant finds 
the limit beyond which the business man cannot go and be solvent. 
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the economist may then discuss the relationship of the contribu- 
tions of labor and capital, respectively, in their joint production, 
to their shares in actual distribution. The economist may dis- 
cover the reasons why one factor in production does not receive 
in any particular case an equivalent of the share it produces, and 
having found the conditions that have brought about this malad- 
justment, he may advise statesmen and administrators’ in regard 
to the kind, nature and amount of governmental regulation * that 
is necessary to properly adjust such conditions and permit a more 
equitable distribution of wealth. It will be noticed that in the 
practical application of economic principles, the economist is 
absolutely helpless without the aid of the accountant, and it is to 
be observed that the economists who have contributed the most 
to the abiding principles of political economy as accepted to-day 
have in general been those who have tested their economic 
principles by the exact data which the accountant alone can 
furnish. 

Accounting not only applies economic principles to economic 
conditions and determines from the quantitative standpoint 
existing economic relationships both in the production and dis- 
tribution of wealth, but in turn furnishes the facts upon which 
economic laws are actually formulated. For example the 
economist affirms that profits tend to be eliminated in the static 
state; this principle might possibly have been evolved in the 
mind of a theorist entirely unacquainted with business trans- 
actions and their accounts. It is, however, true that this state- 
ment is based upon actual accounting in a large number of busi- 
ness enterprises as observed by many economists through an 
inspection of the data furnished by the accountant. The same 
statement may also be made in regard to some of the more recent 
contributions to the theory of capital, income and monopoly 
profits. 

In what has been said the attempt has been made to draw in 
rough outline the place that accounting is destined to take in the 


future development of economic theory. To-day, for various 


* Neither the Interstate Commerce Commission, the state commissions, nor the courts 
have any scientific basis for the regulation of railway rates in accordance with economic 
ap on except so far as they adopt and apply proper methods of uniform accountings. 

same is also true of public service companies in general, insurance companies and 4 
The work of the Bureau of Municipal Research has been fruitful in bettering city adminis- 
tration because it has applied scientific accounting methods in connection with the princi- 
ples of municipal administration. For an application of the principles of accounting to a 
concrete problem in the regulation of railway rates see an article by the author of this paper, 
entitled ‘‘ The Legal, Economic and Accounting Principles involved in the judicial Determi- 
nation of Railway Passenger Rates"’ in the Yale Review, for February, 1¢o8. 
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reasons, accounting falls far short of its possibilities in this 
respect. In the first place the economists have generally had 
neither the opportunity nor the inclination to master the princi- 
ples and practice of accounting. They have, as a class, therefore 
contented themselves with making general statements many of 
which have been recast from time to time as the actual facts of 
business relationships have been disclosed through the scientific 
application of accounting methods; and the process is not yet 
ended. Secondly, accountants are not usually economists, and, 
therefore, their work, lacking the scientific character which the 
economist demands for his purposes, often has little of value to 
offer when cast in its present form. An income account as 
usually drawn up, in which the various items are thrown together 
without reference to their economic character, is well-nigh value- 
less for the purpose of determining the contribution of the 
economic factors to the income produced. The same is true of 
the other principal accounts which the accountant prepares for 
the information of the business house for which he is employed : 
and finally, the accounts being drawn up for the purpose of pro- 
tecting the proprietor’s interests are naturally enough arranged 
to show only his capital, his expenses of production, and his net 
earnings. The economist whose chief interest in the cost of 
production is from the standpoint of society, often finds little 
in the books of a business enterprise to help him in his work. 
An industrial society is, however, made up of individual business 
units, and the economist who is unable to grasp the inter- 
relations of these business units and to make the adjustments in 
the accounts of such business units as is necessary in order to 
make up the balance sheet and income account of society as a 
whole * neglects to take advantage of one of the most valuable 
methods for establishing economic principles and economic laws 
and eliminating the errors into which the economists who rely 
wholly on abstract reasoning are liable to commit. 

If the principles maintained in this paper are valid, it natur- 
ally follows that : 

First, Courses in accounting should be established in each of 
the institutions of higher education by the existing departments 
of economics, thus maintaining the integrity of the two branches 


* See Fisher—Nature of Capital and Income—— Chapters on Capital Summation and 
Income Summation. 
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of the general science of wealth, and students who are looking 
forward to careers as economists, as well as those who expect to 
enter business life, should elect such courses, as a part of their 
economic training. Candidates for the doctor’s degree in 
economics especially ought to be examined in the elements of 
accounting for the reason that such an addition to the usual 
course compels exactness in economic thinking, and again since it 
makes the theory of production and distribution clearer than is 
possible by the ordinary methods of exposition. 


Second, All accountants, and especially those who are granted 
the degree of Certified Public Accountant by States or by Uni- 
versities, ought to be trained in the principles of economics. 
Accounting being the application of economic principles to 
definite business transactions, it is obvious that if this work is to 
be raised to a level with the learned professions, those who enter 
this field must be masters of the principles which they are daily 
applying in specific cases. 

Third, The principal statements made by accountants, viz.: 
the balance sheet and the income account, should be drawn up in 
accordance with economic principles, ‘that is, so that economic 
units of the same kind should be collected into the same group. 
For example, the balance sheet and income account would then 
be drawn up in the following form: 


INCOME ACCOUNT. 


Inventory, Jan. 1, 1908. $1,000 
Purchases for year freight outward, 
———-_ discount, etc 
11,000 


I,200 


Cost of goods sold 9,800 
Add Freight and ex- 
press inward 500 


= cost of goods at 


10,300 


Earnings of establish- 
$4,200 


or 


$14,500 Net receipts from sales.. $14,500 
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Earnings brought down. 


LIABILITIES. 


$4,200 


1. Investment in land. . $10,000 1. Obligations to Creditors: 
2. Investment of capital 
in build- 
ings... .. $1,000 'Mortgage.. $15,000 
Tools and Accounts 
mach.... 2,000 * and bills 
Merchan- payable. 2,000 
dise..... 0,200 Total . $17,000 
Accounts 
and bills 
receivable —1,500 2. Proprietor’s interests: 
5,000 Capital 
stock.... $15,000 
3. Franchise. . 5,000 Undivided 
profits... 4,700 $19,700 


$36,700 


This method would enable business men to know what per- 
centage of the cost of production was due to rent, interest and 
wages, respectively, and when, therefore, it would be more 
economical to increase the interest account by adding improved 
machinery rather than the wage account by adding more labor- 
ers. With the usual arrangement of the income account, this 
important fact is, of course, impossible to ascertain. At the same 
time, such an arrangement of the income account would enable 
economists to make use of the facts of business activities for the 

establishment of new economic principles or the corection of 
theories formulated without the aid of the facts which such state- 

ments would bring to light. In this way a gain to both economic | 
theory and sound business principles would follow. 

The evolutionary forces, especially active and persistent in 
business, are steadily bringing these highly desirable ends to a 
welcome fruition. The process is, however, a slow one, and I 
wish, therefore, to close this paper with the suggestion that this 
Round Table, the first formal gathering of economists and 
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accountants in the United States for the purpose of engaging 
in a scientific discussion of the relationship of the two subjects 
and their future development, might render a signal service to 
both professions and to sound business progress at the same time, 
by inaugurating a movement looking toward the fuller applica- 
tion of economic principles in the formal presentation of the 
accounts of business establishments. * 


* The following problem from Lisle’s Accounting, page 246, has been 
selected in order to illustrate further the principles above stated. The 


first solution by the writer of this paper shows: First, the earnings of the 
establishment as a whole, and, second, the distribution of the earnings to 
land, to capital, to labor, and to the entrepreneur interests. Owing to 
the lack of data that would have been available had the books been 
kept in accordance with the methods proposed, it has been assumed that 
the term “ property and buildings” includes land and any investment upon 
it which may properly be included under that title; that “plant and 
machinery” are capital in the limited sense in which that term is used; 
that “ miscellaneous expenses” are in reality wages and therefore 
properly included under that head. In the problem and its solution the 
dollar mark has been substituted for the English pound. Since the com- 
pany owned the land and furnished part of the capital invested upon it, 
an arbitrary rate of return has been assumed upon these investments. 

The second solution by Lisle, while not drawn up in accordance with 
the best practice, is a fair example of the usual method of grouping the 
various items in the ordinary income account and balance sheet. 

It will be noticed that the solution by the writer gives all of the 
information furnished by the usual method and, in addition shows, 
first, what the establishment earns, and, second, the share of the earnings 
which go to the several factors of production. This would enable the 
statistician in the course of a few years to prepare exceedingly valuable 
tables for the guidance of the business manager in directing the affairs 
of the company. 

Problem: The directors of a manufacturing company, before the clos- 
ing and auditing of the books for the half-year ending 31st December, 
declare out of the net earnings of the company a dividend for the half- 
year of 4 per cent. on the preferred stock of $40,000, and of 3 per cent. 
on the ordinary stock of $40,000. There has been brought forward from 
the last half-year an undivided balance of profit of $1,600, and after the 
audit of the books the trial balance is found to be as follows: 
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TRIAL BALANCES AS AT 31st DECEMBER. 


Preferred stock $40,000 
Ordinary stock 40,000 
87,670 
Bills payable 10,400 
Accounts payable 4,000 
Profit and loss account 1,600 
Property and buildings $13,000 
Plant and machin 16,000 
Patents and goodwi 32,000 
Stock on hand, rst 11,600 
35,200 
2,400 
Salaries, general 4,400 
Salaries, management 2,000 
Insurance 350 
Repairs 400 
Discount and allowances 2,500 
i 600 
300 
3,200 
6,200 
expenses 1,720 
Book debts 18,800 


$183,670 $183,670 


The stock on hand at 31st December is $10,600. Prepare profit and 
loss account and balance sheet from the above, giving effect in the 
accounts to depreciation at the rate of 6 per cent. per annum on plant 
and machinery, and an allowance of 5 per cent. on book debts to provide 
for bad accounts; also create a liability in the balance sheet for the 
dividends declared as above stated. 
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SECOND SOLUTON. 
PROFIT AND LOSS ACCOUNT FOR HALF-YEAR 


To cost of goods: 
Stock on hand rst 
$11,600 
33,000 


$44,600 


10,600 


$34,000 
To wages 35,200 
To coal 2,400 
To salaries, general... . . 4,400 
To salaries, managment 2,000 
To insurance 350 
To repairs 400 
To discount and allow- 
2,500 
600 
To discount and interest 300 
To miscellaneous ex- 
nses 1,720 
To allowance for bad 
940 
480 


$85,290 
To profit for year....... 2,380 


$87,670 


To dividend for half- 
year on preference 
shares 

To dividend for half- 
year on ordinary 
shares 

To balance 


Byeales................ $897,690 
Deduct — Stock on 
hand, De- 
$87,670 
$1,600 
800 
By profit for half-year 
asabove............ 2,380 
600 
2,580 
$3,980 $3,980 
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BALANCE SHEET. 


LIABILITIES. 


$4,000 
10,400 


Accounts payable 
Bills payable 
Due to shareholders: 
Preference 
stock..... 
Ordinary 
stock 


$40,000 
40,000 
$80,000 


Dividend for 
half-year on 


Undivided 


ASSETS 


Book debts 
Less—allowance for bad 


Stock on hand 
Investments 


Plant =and machinery 
{$16,000 


i 


Less3=3 per 
480 4. 


15,520 


Property and buildings. 
Patents and goodwill. . . 
Cash in bank 


$17,860 
10,600 
6,200 
wat 
preferred 
800 
Dividend for ? 
half-year on 
ordinary 
600 13,000 
32,000 
2,580 3,200 
83,980 
$98,380 $98,380 
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The Rise of Accountancy. 

Remarks of the Chairman of the Round Table in Accounting 
At the meeting of the American Economic Association, 
Atlantic City, N. J., December 28, 1908. 

By W. M. Coreg, A.M., 

Harvard University. 


Ten years ago, if I am not mistaken, accounting was a part 
of the curriculum of no college in the country—except as one or 
two colleges extended their operations beyond the academic field 
and provided special training professedly more or less technical 
for the benefit of the communities in which they happened to be 
situated. To put this more boldly, no college in the country then 
offered any course in accounting as a part of its academic work, 
rating the study of accounting as a part of a man’s general liberal 
education. Probably not one college student in the country was 
then studying accounting unless he expected to be directly 
concerned in the handling of books of account. To-day a dozen 
college offer one or more courses in accounts and list these 
courses as of academic as distinguished from technical grade— 
and most of these colleges have added these courses within the 
last three years. A third of them have added accounting in the 
last yeat. 

So far as the colleges are concerned, then, accounting is a new 
subject. As it chances too, it is practically a new subject in the 
world of actual business. We have had the word “ Accounting ” 
in common usage for many generations, but the thing that the 
word is now coming to stand for has been developed in the last 
twenty years—as a part of the general economic development of 
the last half century. Only within ten years has accounting come 
to take its place in any large number of establishments. It has 
been commonly used only within the last three years. Even to- 
day it is practically unkown to the average business man. 

It chances happily that in this subject is the economist’s 
opportunity to show the man of practical affairs that economics 
is not mere theory. Accounts are the best common ground 
between the theorist and the practitioner. The business man has 
been remarking for years that the economist’s theories are very 
much in the air. The economist has sometimes reciprocated the 
disrespect by implying that the average business man’s notions 
are very much on the ground. In the field of accounting the 
business man is forced to rise to a scientific point of view, and 
the economist is brought down to the world of fact; so that the 
two men meet in 4 common atmosphere. When the economist 
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by reading a business man’s accounts can show the business man 
facts about his business which have never before been known, 
a closeness of touch is established between them. The thing is 
doubly impressive when the business man’s son goes home and, 
without technical training in the father’s business, finds from 
the accounts, through his study of accounting at college, import- 
ant facts that the father had missed. 

A number of accountants and business men were recently 
talking over the field of accountancy and regretting that there 
was no adequate name to express the function of the professional 
accountant. One of them hit upon a phrase which is particularly 
happy in that it brings out exactly this common ground between 
the business man and the theorist, ground on which the account- 
ant ought to dwell. He remarked that the accountant who does 
his work as it should be done might well be called a “ consulting 
economist,” because his work is similar in function to that of the 
“ consulting engineer ” and that of the “ consulting chemist.” 

The demand ior courses in accounting indicates that the 
public wishes teaching of this sort to be done. Those who are 
engaged in such education are especially favored. Here is a 
new subject of mental activity developing with practical men, 
needing the help of scientific men, intensely interesting to the 
public—and without traditions or legal handicaps. It is practi- 
cally a new-born babe. We shall be very foolish if we do not 
study it while it is young—make ourselves a sort of child-study 
class—name it, classify it, forecast its future, and help to educate 
it. That is what we are here for to—night. 

Three problems arise: first, shall the colleges teach it,—i.e. 
what is the relation of accounting to general economics? second, 
what should be comprehended by the term accounting, or can we 
find a better term to express the thing? third, since in the growth 
of the demand for accountants technical professional training is 
becoming necessary, what is to be the future of that profession 
and what must be provided as training? 

These things are not to be settled in a day. It is foolish to 
try to make up policies on a priori grounds. Our aim to-night 
is rather to focus attention on the problems than to solve them 
off-hand! The sneakers whose names appear on the programme 
have kindly consented to present these problems and to offer 
tentative solutions. Their purpose is rather to stimulate discus- 
sion than to argue for their own opinions. 
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Successful Accountancy. 
By Morcan L. Cootey, C.P.A. 


There are to-day so many young men with bookkeeping ex- 
perience who are desirous of becoming public accountants that a 
few hints regarding some of the salient features of the work may 
be helpful to them. 

Some men are gifted with a natural faculty for conducting 
investigations, treating combinations of figures, bringing order 
and method out of chaos, and are possessed of a favorable per- 
sonality which contributes to carrying such activities to com- 
pletion in an atmosphere pervaded with pleasant feelings and 
mutual goodwill; others acquire these qualities by steadfast per- 
severance and force of character through the mill of hard experi- 


ence. 
However secured, their possession is vital to the attainment 
of real success, such as may be measured by the goodwill accru- 


ing to an accountant consequent upon the results achieved in 
the various activities demanded by a critical clientele, and it may 
be profitable to carefully consider some of the elements neces- 
sary to the composition of successful accountants, including in 
this category those to whom auditing, investigating or systema- 
tizing constitutes the especial vocation. 


Stupy SHOULD SUPPLEMENT EXPERIENCE. 


Technical knowledge is to be obtained only by study, whether 
by means of books and lectures which give the experience, the 
pitfalls and dangers with the manner of their avoidance, and the 
general results attained by our predecessors, or by means of 
personal experience in the practical working field. Both ave- 
nues must be employed if the student is to rapidly advance or 
to acquire information of a broader scope than was accessible to 
the picneers. 

An accountant who is content to rest upon the knowledge 
gained only in actual experience must of necessity find his view 
restricted to a narrow horizon and travel more or less in a fixed 
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groove with any attempts at progress heavily handicapped, while 
one of possibly no more original ability who through a careful 
study of the general information which is ready to hand in an 
amazing quantity—when one considers the short time which has 
passed since accounting was practically unknown as a profes- 
sion—prepares himself to encounter hitherto unmet actualities, 
well armed for the contest, and nourishes a growth the results 
of which are surprising to the so-called “ practical” man, who 
icoks with a contemptuous eye upon books and despises “ book- 
learning.” 

In the selection of publications to which study should be 
devoted, attention should be given not only to technical works 
such as provide information regarding theoretical, practical, and 
constructive accounting, but also to such productions as tend to 
the development of the personal qualities—the “ tact, push, prin- 
ciple ” side which is so necessary to the growth of a well equipped 
accountant. There is no truer index to a man’s character than 
his library, or, if he can not possess one, the course of reading 
to which he inclines. 

Every possible phase should be covered, preferably in a care- 
fully thought-out plan of sequence, and all topics relating to the 
general subject enthusiastically pursued, not necessarily with the 
idea of developing into an intellectual phenomenon, knowing 
all things, but with the thought that the mass of matter covered 
must have a general tendency to create interest, to form higher 
ideals, to aid in developing a capacity for giving intelligible 
expression to thought, and to benefit in many other ways. While 
a good deal of the information will be apparently forgotten, 
rendering the labor to some extent fruitless, yet a large per- 
centage will remain in the memory, and possibly the most valu- 
able result will be one which is much better than might be gained 
by a determined attempt to record the whole mass permanently 
in the mind, namely, the knowledge where to look for informa- 
tion on a given topic. 

Theory and practice must be united, as in other professions. 
The publications of various sorts, the association lectures and 
the schools of accounts supply the theoretical training which 
combined with actual practice in the office of a busy and repu- 
table accountant will furnish all the necessary means for those 
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who wish to apply themselves—and it is useless to take up the 
subject in any other spirit—to perfect an education in both the 
abstract and the concrete. 


Tue IMPORTANCE OF PERSONALITY. 


Having progressed thus far, there appears a separation of 
the ways. A lack of personality and all that it implies, tact, 
judgment, nerve, ability to meet on their own ground men whose 
names strike awe to the uninitiated, aggressiveness to force the 
issue when necessary, delicacy to retire when circumstances 
demand, has caused and will cause many a downfall. Those to 
whom these are natural attributes are very few and they do not 
always appreciate their good fortune. More to be congratulated 
are those who, realizing their imperfections, have availed them- 
selves of the instruction to be gained by carefully studying the 
writings of strong men; who are able to discern and avoid the 
causes of their neighbors’ stumbling ; who have through constant 
effort increased the growth of these qualities which will perhaps 
through cultivation more than overcome the lack of natural 
gifts. 

In starting out on the practical work, circumstances are 
always arising which tend to show of what metal the aspirant 
for accounting honors is made. Such a one can soon tell 
whether he is making a favorable impression upon the clients and 
upon his employers, and in each case the causes should be care- 
fully considered with a view to eliminating bad points and 
developing good ones. The assistant should always bear in 
mind that he is called upon to live up to the reputation of his 
firm and te do all that he can to better it, not only by leading a 
clean, moral life and doing as he is told, but by doing that work 
in such a manner as may command the intelligent respect of 
clients and clients’ employees. Only in this way can he hope to 
pave the way for the eventual establishment of a self-conducted 
business. 


The quality of principle is vital. The best technically 
equipped accountant can not survive the reputation of being 
over complaisant; of truckling for contracts at the expense of 
truth or promising results which he knows are impossible of per- 
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formance; of certifying to statements or reports which contain 
anything but the exact facts, clearly stated. The good opinion 
of honorable men—or of their opposites—can only be deserved 
and commanded by maintaining a high standard of conduct, both 
personal and professional. 


CaRE IN MAKING GERTIFICATES AND REPORTS. 


Sometimes a broad certificate is given by an accountant 
without intention to present matters in any other than a true aad 
reasonable light, whereas a little thought might have revealed 
such inconsistencies as should materially alter or qualify the 
certificate. It may be entirely possible for an accountant to cer- 
tify that—in effect—supporting documents, actual count and 
inspection, etc., have convinced him that the whole of a long 
schedule of assets was on hand, at book value, as of a certain 
date, but it is quite another thing, and one to be seriously cuu- 
sidered, for the accountant to certify that the assets are fully 
worth the sum stated. 

Ordinarily there are many qualifications which should prop- 
erly enter into a certificate, if at all strong, and the thinking man 
of business will entertain more respect for the accountant who 
states matters in a broad and reasonable way with accompany- 
ing qualifications of necessary character than for the accountant 
who does not hesitate to sign the complimentary “ bill of health ” 
which is all the more unconvincing from its patent impossibility. 

The general style of the report submitted is also of con- 
siderable effect in the final determination of the success of a con- 
tract. Some reports—more particularly upon audits but some- 
times applying equally well to cases where attempts have been 
made to install systems—can hardly be dignified by the name, 
being in effect brief summaries of the work accomplished and 
perhaps containing a trial balance or a few copies of statements 
practically prepared by the client’s bookkeeper. 

While the construction of the report depends of course upon 
the nature, object and scope of the contract, it is usually possible 
to submit a series of exhibits properly supported by suitable 
explanatory schedules which will present much information 
regarding the transactions under investigation, and their results, 
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in such form as to give the client a new and helpful view of 
the matters considered, perhaps resulting in such changes in 
policy and methods as to effect a substantial increase in earning 
power. 

Though perhaps not in the contract, nor admitting of extra 
charge, if opportunities occur for making suggestion and recom- 
mendations to a receptive client, they should be freely given with- 
out endeavoring to secure present recompense for each incon- 
siderable deviation from the exact boundaries of the contract. 
It is the most suicidal of policies to conduct any contract as if it 
were the last and only one to be expected from the client and 
consequently to be nursed to the highest possible profit. A con- 
tract should be conducted upon the basis of the greatest good to 
the client at his minimum expense, and to establish a basis for the 
cost of future work, either for him or for his friends. The 
saying that a satisfied customer is the best advertisement has 
perhaps a closer relation to the profession of accountancy than 
to mercantile affairs, when ethical restrictions are considered. 


THE “ PrRoDUCTION ENGINEER” AS AN ACCOUNTANT. 


New phases of accountancy have made their appearance from 
time to time within a comparatively few years, the most import- 
ant of which may be said to be “ production engineering.” 

Some specialists in production engineering disclaim any con- 
nection with accounting, but their work can hardly be severed 
from general practice since as a matter of fact a great part of 
it consists in providing methods for recording as well as oper- 
ating, especially in the line of factory cost accounting. It can 
not be reasonably denied that while factory cost and production 
work demands that those who engage in it should possess engi- 
neering qualifications, they must also be accountants or they will 
not be able to so articulate their work with the commercial 
accounts as to render it capable of giving the best value. 

Some production work has been immensely valuable to 
clients; more would have worked to their advantage had they 
seen fit to follow implicitly the directions which they paid fairly 
large sums to secure. Engineers have been blamed many times 
for what appeared to be a failure of the system provided when 
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as a matter of fact the failure lay with clients who place too 
much faith in the statements of their inexperienced clerks; who 
denounce all strange ideas; who have ideas of their own; who 
do not continue the system long enough to give it a fair trial; 
who spend dollars to save cents but will not spend cents to save 
dollars. 

For this reason many accountants hesitate to enter the pro- 
duction engineering field, prefering to limit their activities to 
audits, investigations, and the installation of commercial account- 
ing systems. It would seem, however, that protection might be 
secured to both parties to contracts for such work by having it 
thoroughly understood that the work is not to be halted or 
unreasonably limited so long as results are being shown or are 
in prospect; that no forms or methods are to be changed 
arbitrarily without consultation or approval for at least one full 
period; and that carte blanche be allowed so far as the installa- 
tion and operation of ideas regarding new methods is concerned, 
particularly in the selection and training of the permanent 
employees who are to have charge of and execute the detail 
work, until success or failure is absolutely proven. 

In general, it may be taken as a fact that it is impossible 
for any person, even though possessing a thorough knowledge 
of bookeeping and possibly being well grounded in engineering, 
to establish himself as a professional servant to the public with- 
out a great deal of hard, patient, intelligent work; it is also true 
that if the same amount of painstaking study and living to high 
ideals is given to this calling as is necessary to success in other 
professional vocations, the results achieved will be equally satis- 
factory. 
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The New England Railroads. 


A Review of the Accountants’ Analysis of the Reports of the New York, 
New Haven and Hartford and the Boston and Maine 
Railroad Systems. 


By THomas Warner MitcHELL, Px.D. 
University of Pennsylvania. 


Late in July, 1907, there was appointed by the Commonwealth 
of Massachusetts a commission on commerce and industry. Its 
duties were to “ investigate the present condition and future possi- 
bilities of investment in the commonwealth, the present condition 
and future possibilities of transportation and facilities connected 
with it, of manufactures, of industries ” and to consider legisla- 
tive, executive or other measures for the exploitation and develop- 
ment of the industries of that commonwealth. Having only until 
January, 1908, in which to complete its deliberations and make a 
report to the general court, the commission evidently was com- 
pelled to direct its activities along one or two important lines of 
investigation. The most burning topic of the time was that of the 
future relations between the New York, New Haven and Hart- 
ford and the Boston and Maine Railroad systems—the two great 
systems of New England. Accordingly this topic was chosen. 

A year or so ago the investment world was startled by the 
news that the New Haven was purchasing the control of the 
Boston and Maine. In fact the former had purchased 109,948 
out of the 302,928 shares of the latter’s stock before the General 
Assembly of Massachusetts stepped in early in 1907, and not only 
forbade it from acquiring any additional shares, but from voting, 
prior to July 1, 1908, the shares it already owned. It was recog- 
nized, however, that the management of the Boston and Maine 
was not progressive, that the development of that system was 
practically at a standstill, and that after all it might be advan- 
tageous to consolidate the two great New England railroad sys- 
tems under a more progressive management. Accordingly this 
question of consolidation was left open, the New Haven manage- 
ment having the authority to bring it before the Massachusetts 
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Board of Railroad Commissioners at any time prior to July 1, 
1908. The New Haven management, however, announced that 
it did not desire to consolidate with the Boston and Maine out- 
right, although it did desire to retain the stock it already held, 
this giving it practical, even if not technical control of that 
system. 

It was the desirability of this relationship which the Massa- 
chusetts commission chose to investigate. With its recommenda- 
tions in connection with that subject we are not concerned in this 
article. However, in the furtherance of its investigations the 
commission called in two accountants to examine and report upon 
the financial condition and results of operation of these two rail- 
road systems. One of these, Stepnen Little, is an accountant of 
national reputation, having been prominent in many railroad in- 
vestigations ; it was he, it will be remembered, who startled the 
investing public with the account of the Atchison’s enormous re- 
bates during the three years prior to the receivership of 1893. 

The report of these accountants, which is appended to that of 
the commission itself, is an interesting document. It is an illus- 
tration of what every investor who is imbued with a little 
common sense might do for himself by carefully analyzing the 
reports which the various railroad companies make to their stock- 
holders, for the accountants drew all of their data from the 
annual reports of the two companies to their stockholders, to the 
Interstate Commerce Commission, and to the Railroad Commis- 
sioners of Massachusetts and Connecticut, all of which are avail- 
able to the investor.. 

This report is also a good illustration of the limitations under 
which an accountant works. The method of investigation is 
primarily the statistical method of the accountant. The principal 
exhibits consist of a condensed general balance sheet of each 
system and a statement of earnings and expenses. Each is com- 
parative in form, comparing the data for 1907 with that of 1900 
or 1901. Each is accompanied by schedules, either tabulating the 
changes which have occurred during the six years or explaining 
in detail some item which has been presented in summary form 
in the balance sheet or income account. But all of these schedules 
represent information to obtain which one need not go outside 
of the books of account themselves and the auxiliary statistical 
records which accompany them. The accountants can say noth- 
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ing about the actual physical condition of the two properties, 
whether it is such as to lend itself to economical operation; for 
they have neither inspected these properties themselves, nor 
(since they could not be expected to form a valid judgment con- 
cerning the condition of the properties even if they did have the 
requisite time to inspect them personally) have they obtained the 
certificates of competent engineers concerning their condition. 
Indeed, since the accountants have not themselves made an audit 
of the books of the two systems but have drawn their data almost 
wholly from the three sources mentioned above, the nearest they 
come to this is in the certificate of the accountants who audited 
the New Haven accounts for the annual report of 1907, to the 
effect that that company’s “ balance sheet and relative exhibits 
are properly drawn up, so as to show the true financial condition 
of the combined companies, and that the statements of income 
and profit and loss are correct.” 


Let us go into the accountants’ analysis in some detail. One 
of the principal points to which the inquiring investor will turn 
his attention, especially when trying to decide whether or not the 
policy of the existing management is progressive, consists of the 


changes in the balance sheet from one point of time to another. 
For, when these are properly explained, they reveal the activities 
of this management in the line of expansion and improvement of 
its lines and equipment, the sources of funds with which these 
activities are carried on, and the company’s policy in regard to the 
expansion of its capital stock and funded debt. The following 
summary of changes in the balance sheet of the New Haven 
system between the years 1900 and 1907 is reproduced: 


RESOURCES TO BE ACCOUNTED FOR. 


Decrease in Assets. 


H. R. & P. C. R. $5,646,212 

N. Y., P. & B. a ae C. R. R. Term Co 

Terminal lands at Providence 

Dedham and Hyde Park improvements 

Due from companies and individuals 

Stock of leased lines (not nes) gonenant for 
stock of N. Y..N. H. & H. R 

Stocks owned 

Bonds owned 

Advances on acct., Dartmouth St. Station, etc.. 

Property, South St., 

Prepaid insurance, taxes, etc 


$37,136,404 
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Increases in Liabilities. 

Outstanding stock subsidiary companies 

N. Y., N. H. and H. Debentures, including deben- 
tures assumed of merged roads 

Debentures of subsidiary companies 

N. Y., N. H. & H. bonded debt, including debt 
assumed of merged roads 

Bonded debt of subsidiary companies 

Reserve for equipment and personal property 
taken over with leases 

Traffic balances 

Audited vouchers 

Bills payable 

Miscellaneous accounts payable 

Unpaid wages 

Reserve for insurance and accident claims ... 

Interest due or accrued 

Dividends due or accrued 

Insurance fund 

Accident and casualty fund 

N. H. & Northampton Sinking Fund 

Ct. Vy. Ry. & Lightg. Co., sinking fund, etc 

Providence Securities Co., guaranty fund 


$296,322,508 


Increase in profit and loss 5,215,907 


Accounted for as Follows: 
Increase in assets. 
Cost of properties $137,695,833 
Equipment 47,752,907 
Investments of stocks of leased companies (not 
controlled) 9,192,362 
Other investments 38,653,335 
Real estate in Boston and New York, held for 
sale 5,210,000 
Expenditures for additions and betterments to 
properties leased | 7,835,867 
Materials, fuel, and other supplies 2,547,847 
Agents’ and conductors’ balances 1,045,735 
Traffic balances 
Miscellaneous accounts 
Bills receivable 
Marketable bonds and stocks 
—" payments on subscriptions to debentures 
as 
Insurance fund (at cost) 
N. H. & Northampton, sinking fund, at cost...... 
H. R. & P.C. R. R,, first mortgage, special 
deposit 
Maine Steamship Co., sinking fund 
New London Steamboat Co., first mtg., bonds, etc 
Ct. Ry. & Lighting Co., sinking fund 
Woonsocket St. Ry. Co., bond redemption fund. . 
Prepaid Insurance, pier rentals, etc 
Betterments to piers 


$3 10,931,806 


4 
4 
» 
$42,395,000 
280,400 
4 146,965,400 
24,173,000 
32,399,000 
25,232,000 
8,630,462 
1,811,440 
1,137,787 
3,077,700 
887,479 
208,755 
751,043 
3,093,562 
2,461,028 
16,461 
1,077,847 
148,146 
884,779 
260,982 
490,327 
i 
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Decrease in Liabilities. 

Convertible debenture certificates, due 1908..... $16,397,200 
Debentures (non-convertible 50-year, 4%) ...... 3,000,000 
First mtg. 4% bonds, N. Y.,.N.H. & H.,due1903 2,000,000 
First mtg. 4% bonds, N. Y., P.& B. R. R., due 1901 300,000 
Genl. mtg. 4% bonds, N. Y., P.& B. RR. R., due 1942 1,000,000 


First mtg. 414% bonds, Housatonic R. R........ 100,000 
Consol mtg. 5% bonds, Housatonic R. R., due 1937 3,839,000 
Rentals, leased lines accrued ............ese0e0- 7; 
Matured interest coupons unpaid .............. 1,260 
Loans account of B. & P. R. R...........00005- 1,625,625 
Dividends not called for ...........seeeeeeeees 2,068 
Rentals leased lines due July 1, 1900............ 3,000 
Accrued interest, mot due.........sccccccsccees 267,183 
$27,743,103 
Grand Total accounted for .....csccccccccceccccecss $338,674,909 


The above tabulation is preparatory to the real investigation 
of the changes in the balance sheet. The first schedule with its 
total of $338,674,609 represents in a bookkeeping way the sources 
of funds which were expended upon the items deailed in the 
second schedule. Apparently all the funds are accounted for, 
since the totals of the . schedules are the same. But this is to 
be expected and is merely formal, since we are dealing with 
double entry bookkeeping ; the two schedules constitute merely a 
condensed trial balance of the intervening years’ operations and 
adjustments of accounts. The real investigation comes in the ex- 
planation of the important changes depicted in these two 
schedules. 

To begin with, a point not clearly brought out by the account- 
ants, many of these changes represent merely bookkeeping ad- 
justments. In 1900 a large portion of the New Haven’s lines 
were leased, but since that company did not own all their stock, 
they were not merged with the lines of the New Haven proper. 
For this reason their assets and their obligations in the hands of 
the general public were omitted from the balance sheet of that 
year. Between 1900 and 1907 some of these lines were merged. 
Again, in 1907, it was decided, for purpose of giving information 
to the stockholders, to include the assets and liabilities not only 
of the leased roads not merged, but of railroads, street railways, 
and the like, not leased but controlled through stock ownership 
and operated as a part of the New Haven system. These changes 
expand the items in the balance sheet and necessitate many book- 
keeping adjustments without representing any real additions or 
improvements to the New Haven’s properties. 
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These bookkeeping adjustments account for the greater por- 
tion of the decrease, amounting to $37,136,404,.in certain assets. 
Supplementary explanatory schedules given by the accountants 
show that the “ cost of properties” of the New Haven proper 
was incres ed. ‘hrough the purchase of real estate, already con- 
structed 198:|. . sd new construction, to the extent of $24,203,457. 
And a further examination of these schedules reveals the fact that 
the remainder of the one hundred and thirty-eight million dollar 
increase in “cost of properties” is due to bringing into the 
balance sheet the following items: (1) steam railroads con- 
trolled by stock ownership and operated as a part of the New 
Haven system, but not merged, $46,031,988; (2) steam railroads 
leased to New Haven, but not controlled, $300,489; (3) wharf 
and freight terminals in Boston, $3,033,742; (4) street railways 
merged with New Haven, $26,807,485; (5) street railways con- 
trolled and operated as a part of the system, but not merged, 
$17,906,088 ; (6) steamship properties owned or controlled and 
operated as part of the system, $6,193,006; (7) lighting and 
power companies controlled and operated as a part of the system, 
but not merged, $2,163,049; (8) investment in Millbrook Co. 
(N. Y. and Port Chester and N. Y., West Chester and Boston 
railway companies), $10,995,000; miscellaneous properties, 
$101,6090—Total, $113,492,376. 

' So far so good. The above shows that only a minor portion 
of the balance sheet changes is due to expansion and improvement 
of the New Haven properties proper. But what portion, if any, 
of the above detailed adjustments represent improvements to 
those subsidiary properties or what portion of those properties 
themselves have been brought into the system since 1901 we are 
unable to ascertain. Presumably most of the steam roads were in 
the system in 1901, since the total of this mileage inclusive of 
trackage rights increased only 22 miles during these six years, 
while exclusive of trackage rights, this mileage actually decreased 
by two miles. What portion of the street railway and other prop- 
erties was included in the system in 1900 or 1901 we are not told. 

Now, for the increase in the “ cost of properties” of the New 
Haven proper, namely, $24,203,457. The accountants’ analysis 
of this shows that $19,012,671 represents the purchase of road 
already constructed, $7,696,055 represents new construction, 
$7,806,089 represents the purchase of real estate and $733,476 
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represents personal property of leased roads “taken up as a lia- 
bility and charged to cost of properties.” The first item repre- 
sents in large part, probably, the merger with the New Haven of 
lines which formerly were included in the system by means of 
leases, but were not then controlled through stock ownership, 
subsequent purchase of stock enabling the merger to be made. 
To the extent to which this is true, this addition to the cost of 
properties would not represent added mileage. Against these we 
find credits of $11,044,834. Most of the latter consists of an item 
of $8,880,137 which was credited to “cost of properties” and 
added to the equipment account; the purpose of this adjustment 
was to make the book value of the equipment agree with its 
appraised value as ascertained in a re-valuation made in 1903-4 
and again in 1906-7. Making allowance for this adjustment, the 
net increase in the “ cost of properties ” was $33,083,594. 

The accountants do not analyze the expenditures for new con- 
struction. As shown above, the total main track mileage of steam 
roads of the system decreased by two miles between 190i and 
1907. This includes the leased and controlled mileage as well 
as that of the New Haven Company proper. However, the mile- 
age of second, third and fourth main track increased by 87 miles, 
while that of sidings and yard tracks increased by 149 miles, 
making a total net increase of 121 miles of main track and 270 
miles of all track. Assuming that this is all new construction, it 
represents an average cost per mile of single main track of 
$51,560. Just where the new mileage is located, what it repre- 
sents, what it really cost and the like, the accountants do not tell 
us; for, as before stated, the accountants confine their attention 
to the books, which deal with book values and not the physical 
facts. 

The cost of equipment increased $47,752,967. It has already 
been shown that $8,880,137 of this consists of a book adjustment. 
We are led to infer that the New Haven has been improving 
and increasing its equipment, charging a large part of the cost 
thereof to maintenance. Thus, when the equipment was re-valued, 
the above discrepancy appeared between the appraised and the 
book value. The management chose to credit that amount to 
“ cost of properties,” however, rather than add it to the surplus. 

During the seven-year period the management bought new 
equipment to the value of about $9,845,800. The management 
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also adjusted this account by adding to it $8,852,366, representing 
the value of the “ equipment of leased roads at the time of the 
leases and for which the New Haven was liable to the lessors, 
thus being taken into the books of the New Haven in the years 
1906 and 1907, both as an asset and a liability.” With minor 
differences these account for $27,531,146 of the total increase in 
equipment. According to another explanatory schedule, to repre- 
sent this there is an increase between the years 1901 and 1907, of 
254 locomotives, 6,861 freight cars and 377 passenger cars. At 
an average cost of $10,000 per locomotive, $1,000 per freight car 
and $5,000 per passenger car, this would represent an expenditure 
of $10,286,000, as compared with the $9,845,800 mentioned a few 
lines back. Of course, a large part of the latter amount may 
represent equipment, not of steam lines, but of street railway lines 
merged with the New Haven properties ; the expenditures are not 
analyzed for us. Naturally the equipment of leased lines was 
already included in the equipment statistics, even if its cost was 
not on the books in 1900. The inclusion in the 1907 balance sheet 
of the equipment of street railways and steamships amounting to 
$6,458,237 and $13,763,583, respectively, accounts for the re- 
mainder of the total increase stated at the outset of the preceding 
paragraph. Again we have no means of knowing how much of 
this was in the system in 1900 and how much has been added 
since. 


While we are discussing these changes in cost of properties, 
we should mention the fact that, as will be shown latter in the 
income account, the New Haven appropriated for betterments in 
1906 the sum of $3,326,998, charging the same against surplus 
earnings of that year. Further, during the period 1901 to 1907, 
both inclusive, the management expended for betterments, im- 
provements and new equipment the sum of $16,861,439, charging 
the cost of the same against the profit and loss (surplus) account. 
Of this $11,038,513 was spent in 1904 and 1906, according to the 
reports for new equipment. Unless either our estimate of the 
added equipment, made in the preceding paragraph is grossly 
understated, or the expenditures were almost wholly for street — 
railway equipment, it is difficult to see where there is room for 
these charges to profit and loss for new equipment. The reader 
will also recall the adjustments made in the same two years by 
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which a total of $8,880,137 was added to the equipment account, 
though credited not to profit and loss, but to cost of properties. 

The next important change in the assets of the New Haven is 
the increase of $38,653,335 in “ other investments.” This is com- 
posed principally of the following items: (1) $29,102,200 par 
value of N. Y., Ontario and Western stock carried at a book 
valuation of $13, 108,398; (2) about $15,000,000 par value of the 
shares and income bonds of the Central New England Railway, 
carried at a book value of $6,500,366; and (3) $10,994,800 par 
value of Boston and Maine common stock, valued on the books 
at $12,855,984. It is for the purpose of deciding whether it is 
advisable to permit the New Haven to retain the last named stock 
that the the commission’s investigation was made. Possession of 
the New York, Ontario and Western stock insures the New 
Haven a certain amount of the traffic which otherwise might go 
by way of the Boston and Albany, a New York Central line or 
even through the port of New York rather than Boston. We 
need not dwell on these any longer than did the accountants 
except to say that the prices paid for these stocks do not seem to 
be excessive. 

The large increase in cash and the item “ Deferred payments 
on subscriptions to debentures “ represent recent sales of deben- 
ture bonds and of stock. 

How were these activities financed? As already shown, 
about $5,000,000 represent reclassifications of accounts already 
in the balance sheet of 1901. Other than this, the principal 
sources of funds seem to have been the increases in: (1) capital 
stock, $42,395,000; (2) N. Y., N. H. & H. debentures, 
$146,965,400; (3) debentures of subsidiary companies, $24,173,- 
000; (4) N. Y., N. H. & H. bonded debt, $32,299,000; (5) 
bonded debt of subsidiaries, $25,232,000; (6) reserve for equip- 
ment and personal property of leased lines, $8,630,462; (7) and 
profit and loss (surplus), $5,215,907. The item of $16,861,439 
charged to profit and loss representing betterments, improvements 
and new equipment, has already been mentioned. The third, fifth 
and sixth items are included in the book adjustments whereby the 
assets and liabilities of subsidiary controlled and leased lines were 
incorporated in the balance sheet. 

It seems that a very large portion of the second and fourth 
items is to be explained in the same way. For instance, in 1905 
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as in 1900, the bonded debt of certain subsidiaries shown in the 
balance sheet was $4,139,000. That of the New Haven proper 
was $7,865,000 in 1905, this having grown up in two years. In 
1906 none of these appears separately, having been combined in 
the one item “N. Y., N. H. & H. bonded debt, including bonded 
debt assumed of merged roads,” which, however, is stated at 
$20,043,000. How much of this represents new bonds issued in 
1906 and how much the bonds of additional roads merged with 
the New Haven we are not told. The same item reaches in 1907 
the figures named in the preceding paragraph. Again the New 
Haven debentures in 1905 amounted to $25,185,300, no deben- 
tures being stated for subsidiaries; in 1906 these are replaced by 
the item “N. Y., N. H. & H. debentures, including debentures 
of merged roads,” which has jumped to $70,315,725 and attains 
the figure $146,965,000 by 1907. It is altogether probable that a 
considerable portion of this increase reperesents these adjust- 
ments ; but just what portion we are unable to ascertain. 

The accountants furnish us with a detailed statement of the 
uses to which the new stock has been put. The total new stock 
issued was $42,395,000, while $1,293,600 of stock held in the 
treasury in 1900 had also been sold, making a total of $43,688,600. 
Of this, $10,994,800 was issued in exchange for an equal amount 
par value of Boston and Maine stock, $16,211,900 for an equal 
amount of N. Y., N. H. & H. convertible debenture certificates, 
$5,546,000 in exchange for other securities and terminal lands, 
while $9,935,900 was sold for cash to finance the acquisition of 
other stocks and bonds, pay off temporary loans and maturing 
first mortgage bonds, pay for additional rolling stock, floating 
equipment, etc. 

So much for the changes in the balance sheet of the New 
Haven. We need not dwell long upon the corresponding activi- 
ties of the Boston and Maine. That company’s balance sheet in 
no case includes the assets or liabilities of its leased properties, 
although the income account includes the results of the entire 
system. Making allowance even for the adjustments on the New 
Haven’s books, the exhibit for the Boston and Maine show noth- 
ing like the activities which have been carried on by the former. 
The latter has increased its stock only $5,969,440 since 1900, its 
funded debt by only $9,156,166 and its profit and loss (surplus) 
by $6,977,286. To represent these its cost of road has been in- 
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creased to $8,316,388, its cost of equipment, $7,849,191 and its 
stocks and bonds owned, $3,973,976. The Boston and Maine 
has charged only $493,249 against surplus income to represent 
betterments and additions, and nothing to profit and loss (sur- 
plus) for betterments and new equipment. In other words the 
cost of any improvements or additions to properties which may 
have been made during these seven years has been religiously 
capitalized; and, even at that, the company’s activities in this 
direction are so slight as to indicate that the development of its 
system is practically at a standstill. 

Let us now direct our attention to the income accounts of the 
two systems and follow the interesting comparison made by the 
accountants. The comparative statement for the two systems 
shown on the preceding page is reproduced, with slight abridg- 
ment, from the accountants’ report. 

This is accompanied by a supplemental table showing the 
totals of the main items of the foregoing table for each road for 
each of the years 1901 to 1907, inclusive. In another connection 
the accountants show that in 1907 the New Haven’s fixed charges 
amounted to 63.1% of the total income from all sources, leaving 
only 36.9% of this income as a margin of safety. For the Boston 
and Maine the percentages are even less favorable, being 76% 
and 24%, respectively. The accountants make no comment upon 
these figures. It is generally held, however, that for the fixed 
charges to exceed 50% or at most 55% of total income is an un- 
favorable sign unless the company’s volume of traffic and earn- 
ings are very steady. In another exhibit the accountants do 
reproduce some data concerning the traffic. They show that for 
each mile of road operated the New Haven carried 637,475 tons 
of freight one mile in 1901 and 835,693 tons in 1907; the Boston 
and Maine carried during the same year, 681,585 tons and 
1,024,473 tons, respectively. For each mile of road operated the 
New Haven carried 468,140 passengers one mile in 1901 and 
665,729 passengers in 1907; the Boston and Maine carried 
280,233 and 340,091 passengers, respectively, during the same 
years. Thus, considering the whole period, the traffic of each 
system has greatly increased in density. The density of New 
Haven’s freight traffic has increased 46.9%, while that of its 
passenger traffic has increased 42.2%; the corresponding per- 
centages for the Boston and Maine are 50.2 and 21.4, respectively. 
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Three criticisms are to be placed upon these, however: First, 
the data for intervening years is not furnished although this was 
available to the accountants; second, the period covered is too 
short, covering merely a period of general prosperity, similar data 
for years of depression should be examined, to see how the 
volume and density of traffic have varied; third, this data is not 
brought into organic connection with the subject upon which it 
bears, namely, the steadiness of earnings and the margin above 
fixed charges. 

To complete the accountants’ analysis we give the following 
information concerning the proportion of each system’s income 
which is required to meet fixed charges. For the New Haven the 
average proportion of fixed charges to total income for the period 
of 1901 to 1907, inclusive, was 58.9%; the percentages for the 
years in order were 63.2; 62.8; 62.6; 56.6; 56.4; 48.9 and 63.1. 
Thus we see a rapid decline in the proportion until 1906 when it 
was below 50%, while all this ground was lost in just the last 
year, 1907. The system’s balance sheet for 1906 shows a net in- 
crease in the funded debt amounting to $77,052,235 while that for 
1907 shows a still further increase of $117,242,891. These in- 
creases are due, as already shown, partly to consolidations with 
merged roads, partly to the fact that the New Haven has taken 
onto its books the liabilities of subsidiary companies which it con- 
trols through stock ownership. Thus the company’s reports show 
fixed charges which existed before but which had not been re- 
ported formerly. To a large extent, however, these were repre- 
sented in the earlier reports by rentals which would disappear, as 
such, in the later report the interest on the bonds of subsidiaries 
being substituted for them. 

For the Boston and Maine, the average proportion of fixed 
charges to total income for the same seven-year period was 
80.9%; the percentages for the individual years 1901 to 1907 in 
order were 82.6; 82.1 ; 81.8; 81.5 ;80.4 and 76.0. Thus the Boston 
and Maine uses nearly 81% of its total income to pay fixed 
charges ; the decline to 76% occurred practically in the one year 
1907. 

On a very important point the accountants do not touch, 
although they furnish the necessary data. That is the proportion 
of net divisible income which is left as a margin to assure the 
payment of dividends. In 1901 the New Haven had only 
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$363.550 of its earnings left after paying dividends. This is only 
7.8%, of the net divisible income, 2.9% of the total income and 
9/10% of the gross earnings; had the gross earnings been 1.3% 
less the dividend would not have been earned. During the entire 
seven-year period the New Haven accumulated a surplus of 
$7,057,073, which is 15.3% of the net divisible income, 6.3% of 
the total income, and 2.1% of the gross earnings. From this it is 
seen that a very small reduction in gross earnings due to the busi- 
ness depression or other causes would have left the New Haven’s 
8% dividend not earned. 

The above assumes both that the New Haven has adequately 
maintained its property and that it has not actually improved its 
property charging the cost thereof to maintenance. The account- 
ants draw a comparison which is intended to show that the latter 
is precisely what the company has been doing. Of this more 


anon. 

The Boston and Maine’s showing on this point is even worse. 
In 1901 after paying 7°% dividends only $45,413 remained out of 
the year’s income; that is but 2.7%, of the net divisible income, 
46/100°% of the total income and 15/100°% of the gross earnings. 


Had the gross earnings been 1/5°% smaller the dividend would 
not have been earned; a very small difference in the expenditures 
for maintenance even would have made the difference between 
an earned and unearned dividend. Taking the period as a whole 
we find that the Boston and Maine has accumulated a surplus of 
$1,080,484 which is 8% of the net divisible income, 1.5% of the 
total income or 4/10% of the gross earnings. While this average 
showing is better than that of the single year just mentioned, yet 
it still shows that a very small reduction in gross earnings would 
leave the 7° dividend unearned and possibly necessitate its re- 
duction. Assuming that the Boston and Maine’s properties have 
been adequately maintained and kept up to date, of which we are 
by no means sure, the company would need a traffic as strong and 
steady as the Rock of Gibraltar to enable it to continue its present 
rate of dividends during a period of depression. 

Let us deal now with the very important item of main- 
tenance. The accountants do not tell us whether either system 
has been adequately maintained. An interesting comparison is 
drawn, however, between the New Haven’s expenditures for this 
purpose and those of the Boston and Maine. Assuming that the 
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character of roadbed, bridges, gradients, curves, et cetera, of the 
two systems were substantially alike, tables of average expenses 
are shown of which the following are the essential fragments: 


Average Maintenance Expenses 
per mile of all track owned 
and leased. 


Haven 


Average Maintenance Expenses 
per mile of main track owned 
and leased. 


New HAavEN Bost oN& MAINE Boston& MAINE 


$1,947 
2,187 
2,214 


$1,238 
2,439 
1,317 


$1,378 
1,537 
1,549 


$866 
1,00 
gt 


1,350 
1,244 
1,353 
1,302 


954 
1,125 


1,333 
1,207 


1,370 
1,614 
1,929 
1,759 


$1,525 


1,940 
1,795 
1,952 
1,891 


$1,988 


$1,386 $1,059 


It appears that the New Haven’s maintenance of way ex- 
penses are uniformly much greater than those of the Boston and 
Maine. On the basis of main trackage it averages $463 per mile 
more per annum or over 30%. Now, argue the accountants, as- 
suming that the Boston and Maine properties have been ade- 
quately maintained, this difference is equivalent to an excess 
expenditure by the New Haven amounting to $9,221,000 for the 
eight-year period. Of this more anon. 

In like manner we find the following statistics of main- 
tenance of equipment: 


Average Expenses 
per Freight per 
ear. 


Average Expenses 


Average Expenses 
per Passenger Car. 


per Locomotive per 
Year. 
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Again it appears that the New Haven’s maintenance expenses 
were, with the exception of the passenger equipment, uniformly 
much higher than those of the Boston and Maine. Summing up, 
the accountants state that during these seven years: (1) the 
New Haven charged in operating expenses for repairs and renew- 
als of locomotives an average of $310 per locomotive per year 
more than did the Boston and Maine, which is equivalnet to an 
excess expenditure of $2,249,050 on 7,255 locomotives in use; 
(2) the New Haven charged in operating expenses for repairs 
and renewals of freight cars an average of $9.70 per car per year 
more than did the Boston and Maine, which is equivalent to an 
excess expenditure of $1,060,666 on the 109,347 cars in use; 
(3) the New Haven charged in operating expenses for repairs 
and renewals of passenger cars an average of $5 more per car 
per year than did the Boston and Maine, which is equivalent to 
an excess of $609,645 on the 13,929 cars in use; (4) the New 
Haven charged in operating expenses for maintenance of way 
an average of $463 per main track per year more than did the 
Boston and Maine, which is equivalent to an excess expenditure 
of $9,221,000. 

Thus the New Haven’s total excess expenditure for main- 
tenance of its properties is estimated at $12,600,000. As the 
accountants put it, if the New Haven had taken the Boston and 
Maine’s expenditures as standard, they would have added 
$12,600,000 to their net income during these seven years, making 
the surplus $19,657,000 instead of $7,057,074. 

We may well agree that if the accountants’ premise is true, 
then all these statements are true of the New Haven. But are 
we warranted in assuming that the Boston and Maine has ade- 
quately maintained its properties? We have shown in the above 
analysis that in paying its seven per cent. dividends the Boston 
and Maine has had left each year but a thin margin of income— 
so thin that a reduction of the gross earning to the extent of a 
fractional part of one per cent. would have left the dividend 
unearned. Can we feel assured that the dividend was earned? 
Is it not likely that, had the company found its earnings insuffi- 
cient in any year, it would have charged to “ cost of properties ” 
every item of expenditure which could possibly be construed to 
be a capital expenditure, even though it would not clearly increase 
the economy of operation? Indeed we have already seen that 
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the company has not made a single betterment at the expense 
of its surplus account, that it has charged but a paltry sum in 
a single year against surplus earnings to represent betterments, 
that it has religiously added the cost of all improvements and 
extensions to its capital accounts. What assurance have we that 
the last named costs really represent improvements and exten- 
sions in their entirety? Is it not reasonable to suppose that in 
its finely drawn classification of expenditures as capital or main- 
tenance the company would show a small surplus of earnings 
after the dividend was paid, even though a conservative classifi- 
cation would result in a deficit instead? When a company 
habitually skates on such thin ice, the rational mar thinks it 
probable that it breaks through in places. In other words, we 
can not believe that the Boston and Maine properties are in first 
class operating condition, and have been maintained at their 
former standard at the expense of earnings, without a certificate 
to that effect from competent engineers who have inspected them, 

This being the case, the accountants’ strong statements con- 
cerning the over maintenance of the New Haven’s properties 
should be very much modified. If they really have been improved. 
this should show in economy of operation in the company’s ability 
to carry the same volume of traffic at a less cost per unit than 
before, or a greater volume at a greater decrease in cost per unit 
than would have occurred without the improvements. The last 
is impossible of measurement, of course. Up to a certain point— 
the point of full utilization of existing properties and equip- 
ment every increase in the volume of traffic means a decreased 
cost per unit of handling. Hence, where there has been an 
increase of traffic, as happened with every important railroad 
in the United States between 1901 and 1907, it is impossible to 
separate that economy of operation which is due to the larger 
traffic from that which is due to improvements in the facilities. 

Unfortunately, most companies do not publish statistics of 
ton mile and passenger mile cost. But the income statement 
reproduced above shows that while the New Haven’s gross earn- 
ings increased $15,469,625 or 37.6 per cent. from 1901 to 1907, 
the operating expenses increased only $9,801,603 or 31.6 per 
cent., leaving an increase in the net earnings at $5,668,022 or 
55.8 per cent. This is a good showing although, as stated above, 
it is impossible to say how much is due to the larger traffic and 


319 


| 
| 
ig 
i” 


The Journal of Accountancy. 


how much to improvements. It is possible that considerable 
improvements have been made. The charges of nearly $17,000,000 
to profit and loss for alleged betterments and purchases of new 
equipment are a possible argument to that effect, although, as 
before stated, it is difficult to find sufficient added equipment to 
account for the sum claimed to have been spent. We can not 
arrive at any definite conclusion on this point. 

In conclusion, the accountants’ report will well repay the 
investor’s perusal, because it shows how much valuable infor- 
mation an intelligent analysis can extract from railway reports. 
Barring a few instances in which the accountants did not make as 
full use of their data as they might, their work has been as well 
done as is possible where the investigation is limited to the data 
found in the financial and statistical books or annual reports. 
Whether or not we can agree with the accountants in assuming 
that the Boston and Maine’s maintenance expenditures can be 
taken as a standard for New England roads, their comparison 
does show that the management of the New Haven is the much 
more progressive and much to be preferred. 
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EDITORIAL. 


Accounting Papers Before the Economic 
Association. 


In this issue Tue JourNAL publishes, by courtesy of the 
officers of the American Economic Association, three articles 
upon accounting read at the annual meeting of the Association at 
Atlantic City last December. The papers possess great intrinsic 
merit and will repay a careful reading. They were the occasion 
of a very lively and interesting discussion among the economists 
who heard them. 

In his thoughtful paper entitled “ A Definition of Accounting” 
Dr. John C. Duncan, of the Universiety of Illinois, presents a 
very clear-cut concept. He objects to Lisle’s statement that 
accounting is a branch of mathematics, and contends that it 
belongs in the same scientific category as statistics and economics, 
mathematics being used merely as an assistant, as it is in the 
science of physics. He also objects to Lisle’s definition of 
accounting—namely “ the science which treats of the methods of 
recording transactions entered into in connection with the 
production and exchange of wealth and which shows their effect 
in its production, distribution and exchange ”—as being too 
narrow, in that it regards accounting as a species of advanced 
bookkeeping. Dr. Duncan declares bookkeeping to be merely an 
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art, whereas accounting is a science, and he would define account- 
ing as ‘the science which treats of the methods of recording 
transactions in business and interprets the statements recorded 
in the books and documents, so that the layman may have a clear 
conception of the exact financial and managerial standing of 
the firm or enterprise, both in part and as a whole.” This is a 
much better definition than is usually found in the formal treatises 
on accounting. But we think it fits better the word “ account-” 
ancy” than the word “accounting.” Accounting is an art, of 
which bookkeeping is merely a rudimentary stage; and account- 
ancy is the science which treats of the laws and methods which 
accountants and bookkeepers must follow in order to accomplish 
the desired purpose. Accounting as an an art is related to 
accountancy very much as business in general is related to 
economics. 

We imagine that Dr. Duncan’s long trial-balance illustration, 
in refutation of the assumption that accounting is a branch of 
mathematics, will not commend itself to accounants as altogether 
pertinent. It is a well-known fact among accountants that the 
mention of profits always makes necessary the statement whether 
or no management salaries have been charged if the managers 
are partners in the business. In practice the method of statement 
condemned by Dr. Duncan is employed quite as commonly as 
the other, and accountants will, therefore, hardly indorse the 
doctor’s conclusion to the effect that a partner deceived by such 
a statement pays “ a steep price for his own ignorance and the 
other man’s rascality.” 

Professor Robinson, of the University of Illinois, in his paper 
on “ Accounting in its Relation to Economics” raises some points 
which must be of interest to all accountants. He shows that 
some of the conclusions arrived at theoretically by economists 
are in harmony with results obtained by accountants’ analyses 
of actual business operations. He also calls attention to the 
fact that accountants do not usually aim to bring to light all the 
information which the economist desires. He believes, therefore, 
that economists should be trained in accounting and that account- 
ants should be trained in economics, and that all young men 
preparing for business careers should be trained in both these 
sciences, a conclusion with which THE JourNat is in hearty 


sympathy. 


322 


Editorial. 


In order that accountants and economists may know and 
understand one another better, we earnestly advise accountants 
to become members of the American Economic Association. 
Their profession makes them eligible to membership beyond all 
question. Prof. Thomas N. Carver of Harvard University, 
Secretary of the Association, will give prompt attention to all 
applications from accountants. 


For Juniors and Students. 


The New York State Society of Certified Public Accountants 
has decided to create a Junior Accountant membership, thereby 
opening its doors to young men who have passed the C.:P. A. 
examinations but still lack the year’s experience requisite before 
they can obtain the C. P. A certificate. This action is wise, for 
it will tend to bring the young members of the profession into 
close touch with the veterans, and so prevent the growth of any 
feeling among the younger men their elders are making it 
unnecessarily difficult for them to gain a foothold in the profes- 
sion. Hitherto the so-called Junior C. P. A. has had a rather 
anomalous and unsatisfactory status. He has satisfied the State 
authorities that he has thorough knowledge of accounting theory 
and has proved his ability to solve difficult accounting problems ; 
nevertheless practicing accountants have treated him as an out- 
sider and have given him little opportunity to make their 
acquaintance. If he lacked influence or a personality immediately 
prepossessing, it has not been easy for him to get employment 
in the best offices and as a result he has too often felt that the 
doors to his chosen profession were locked against him, not 
not merely by the statute, but by prejudice as well. Hereafter 
the young man who has passed the C. P. A. examinations in the 
State of New York may relize an immediate advantage, for 
practically all the privileges of membership in the State Society 
of Certified Public Accountants are open to him. As a member 
of the society he will have opportunity to become acquainted with 
the leading men in the profession, and as he will have the right 
to participate in discussions he will have abundant chance to make 
his character and ability known. 

Another important step taken by the New York Society for 
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the encouragement of young accountants, is its plan for the 
organization of a students’ auxiliary, of which any young man 
interested in the profession of accountancy may become a 
member. It is expected that this organization will attract a large 
membership from men who are in the employ of accounting 
firms and business houses, and that its meetings will greatly 
stimulate the study and discussion of questions relating to 
accountancy. In the organization of this students’ auxiliary the 
New York Society creates a home for all persons interested in the 
profession who are not otherwise cared for. The purpose of the 
organization is to be distinctly educational, and as its work is to 
be carried on under the supervision of the State Society, there 
is every reason to believe that the members will receive wise and 
helpful direction in their studies. 

We congratulate President Loomis and the members of the 
New York State Society on these evidences of vigorous life and 
generous purpose in their organization, and hope that their 
example will be followed by societies in other states. 


City Accounting in Massachusetts. 


From the annual report submitted to the Legislature a few days ago by 
Charles F. Gettemy, Chief of the Bureau of Statistics and Labor of 
Massachusetts, it appears that the matter of improved and uniform city 
accounting methods is making gradual but appreciable advance in that 
State. The cities of Cambridge, Newton, Holyoke, New Bedford, Lowell 
and Everett have adopted the principle of the standard schedule, by 
ordinance or the initiative of accounting officers, and Gloucester’s new 
council has just adopted the recommendations of the Bureau. Public 
opinion concerning this matter has been so generally aroused that Mr. 
Gettemy does not ask for any further authority to compel the more 
general adoption of standard methods, believing that “it is only a matter 
of time when other municipalities will see the advantages of adopting 
standard classifications and a uniform terminology in the treatment of 
their finance.” He recommends, however, that the various towns be 
required to adopt a uniform fiscal year. He suggests that with an appro- 
priation permitting an increase in the force, the Statistics Division could 
be of great service in collecting and tabulating data concerning the 
finances of Massachusetts cities and furnish such information as well 
as advice to other cities of the State, to assist them in formulating 
approved methods of accounting—Municipal Journal and Engineer, Feb- 


ruary 3, 1909. 
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News of the States. 


New York. 


Article III of the Constitution of the New York State Society of 
Certified Public Accountants has been changed to read as follows: 


“The membership of this Society shall consist of two classes, 
Members and Junior Members. 

“ Any person holding a certificate from the University of the State 
of New York, as a Certified Public Accountant and who is in good 
standing, may become a member of this Society. 

“Any person who is certified as Junior Accountant, by the University 
of the State of New York, and who is in good standing as such, may 
become a junior member of this Society. Junior members shall note vote 
for nor be eligible as Officers or Directors, nor shall they serve on 
Standing Committees. They shall not vote for nor serve on the Commit- 
tee on Nominations. 

“Wherever the word ‘ Members’ is hereinafter used, it shall be under- 
stood to include members and junior members unless otherwise specified.”* 


At an adjourned meeting of the New York State Society of Certified 
Public Accountants held at the Waldorf-Astoria, 18th ultimo, the follow- 
ing report was received and ordered spread upon the minutes. 


Gentlemen: Your Committee on the Furtherance of the Objects of the 
Society has given serious attention and consideration to the fact, that 
there exists outside of our body a large constituency of those who hold 
in common with us, the general purposes and interest in accountancy, in 
its extension, and in its elevation, but who are not eligible for membership 
in our body by reason of the fact that they do not hold certificates of 
either class. It is our belief that the profession will be advanced through 
securing the cooperation of a large number of the men who have to a 
certain extent a common interest with us, and as a solution of the 
problem as to the method in which this cooperation can be secured, we 
recommend that this society organize a new society to be called the 
Students’ Auxiliary of the New York State society of Certified Public 
Accountants. Members of this new organization would consist of those 
“who are interested in the profession of accountancy,” without definition 
as to the manner in which that interest is expressed. 

This society should be under the direcc supervision and control of our 
own body, who should pass upon the applicants for membership, admit- 
ing only those who in their opinion were suitable for membeship. 

In order that the subject shall be properly presented, your Committee 
recommends that the following resolution be offered and adopted. 

Resolved that this Society hereby instructs and authorizes the officers 
and members of the Board of Directors to incorporate a new organiza- 
tion to be known as the Students Auxiliary of the New York State 
Society of Certified Public Accountants, and that the said officers and 
directors be the incorporators thereof. 

Further resolved. That the Society authorizes the directors to defray 
the expenses of incorporation of said new organization from the funds 
of this society. 

*It is understood that in referring to their membership, pate members will desig- 
nate themselves as such, and that persons certified as Junior Accountants will not assume 


the title of Certified Public Accountant or use the abbreviation C. P. A. until they have 
received the full C. P. A. Certificate. 


325 


i 
| 
i 
i 
| 
a 
if 
4 
b 
f 
a 
|_| 4 
v 


The Journal of Accountancy. 


It is the veiw of this Committee that the proposed new organization will 
include a large membership of accountants who are in practice in the 
offices of the members of our society and representatives of a still larger 
body of men who are holding positions of responsibility in various enter- 
prises, and who while not eligible for membership with us, would be glad 
to be identified with our purposes, through the medium of this new 


organization . 
Respectfully submitted, 
(Signed) Epwarp L. SuFrern, Chairman, 
Henry R. M. Cook, 
W. F. WEIss, 
L. H. Conant, 
H. S. Corwin. 


On motion duly seconded, the resolution was adopted as read. 


Louisiana. 


Requests have reached this office asking for a list of successful appli- 
cants before the Louisiana State Board of Certified Public Accountants, 
it being stated that no list had been given out of the successful candidates. 

Mr. E. L. Chappuis, President of the Board, explained yesterday that 
the list would be ready in about two weeks, and would be given to the 
public the moment it was completed. He said 163 persons had made 
appplication. For that number, each giving several references, it had 
necessitated writing at least 1,000 letters, asking about the applicants. 
These replies in some instances had been slow in coming, and in others 
they were not explicit or did not cover the points desired, and other 
correspondence ensued. 

“It has been founda much greater task than we ever dreamed,” said 
Mr. Chappuis. “ We have been working faithfully to complete the list. 
The members of the Board have given their time and energies to per- 
form this State service. It would be manifestly unfair to publish a list 
that did not dispose of the entire 163 who had applied. Suppose we gave 
out a partial list. There would be many who would not appear as having 
been recommended, and yet they would not have been turned down. They 
would be sore to be placed in that attitude before the public. Hence the 
Board has considered it advisable to wait until all cases before us are 
acted on one way or the other.” 

President Chappuis has fitted up splendid quarters in the Hibernia 
Building for this new Board. Charles E. Wermuth is Secretary of the 
Board.—New Orleans Picayune, January 12, 19009. 


Kentucky. 


Members of the Kentucky Association of Public Accountants, accord- 
ing to a section of the by-laws adopted at the annual meeting of the 
association at the Commercial Club, yesterday, are not permitted, under 
penalty of expulsion, to use their membership in the association to 
advertise their accounting or any other business in which they are inter- 
ested or with which they are identified. 
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News of the States. 


At the meeting yesterday, besides the adoption of the by-laws, the 
election of officers and trustees was held. Ben. C. Weaver was made 
president; W. S. Parker, vice-president; C. W. Banta, secretary; John 
S. Woods, treasurer; and L. Comingor, W. H. Truman and George W. 
Schwartz, trustees. 

All practising accountants in the State are eligible to membership, pro- 
vided they are twenty-five years of age and have been in the profession 
for at least three years. —Louisville (Ky.) Herald, January 3, 1909. 


West Virginia C. P. A. Bill. 


A bill was introduced in the House of Delegates of the West Virginia 
Legislature, on January 28, known as House Bill No. 202, “to create a 
State Board of Accountancy and to prescribe its powers and duties, to 
provide for the examination of and issuance of certificates to qualified 
accountants, and to provide a penalty for violation of the act.” This bill 
follows very closely the draft of the model C. P. A. Act, as reported at 
the Columbus meeting by the Committee on Legislation of the Ameri- 
can Association of Public Accountants. 


Massachusetts C. P. A. Bill. 


A C. P. A. bill has been introduced, with the approval of the Society 
of Incorporated Public Accountants, in the Massachusetts Senate, which 
differs in several important features from similar acts in other States. 
The complete text of the bill is as follows: 


Be it enacted by the Senate and House of Representatives in General 
Court assembled, and by the authority of the same, as follows: 

SEcTION 1. For the purposes of this aci, the commissioner of corpora- 
tions, the bank commissioner and the commissioner of insurance, shall 
constitute a board for the registration of public accountants. 

Section 2. Said board shall make rules necessary to carry out the 
provisions of this act; shall keep a record of all certificates issued here- 
under, a duplicate of which shall be open to inspection in the office of 
the secretary of the commonwealth. 

SEcTION 3. Said board shall examine any citizen of the United States 
resident in this commonwealth and not less than twenty-one years of age, 
who may apply for such certificate, and may require the payment to them 
of such reasonable and fixed fees, not exceeding twenty-five dollars upon 
each application, as may be necessary to fairly compensate them for their 
expenses and services. Any such applicant who is deemed to have the 
qualifications and professional ability, required by the board, shall be 
registered as a certified public accountant and shall receive a certificate 
thereof. Said board shall have power to revoke or suspend the opera- 
~_ of any certificate issued hereunder for good cause, upon notice and 

earing. 

Section 4. Any citizen of the United States resident in this common- 
wealth who has been in practice continuously as a public accountant for 
a period of three years next prior to the passage of this act, may, with 
or without an examination, in the discretion of said board, and upon the 
payment of a like fee, as provided in section three, be registered as a 
certified public accountant, and said board shall thereupon issue to him a 
certificate thereof. No registration under the provisions of this section 
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— be made after the first day of January in the year nineteen hundred 
and ten. 

Section 5. After this act shall have taken effect, any person who 
falsely represents himself to be a certified public accountant under this act, 
shall be deemed guilty of misdemeanor, and shall be punished by a fine 
not exceding five hundred dollars, or by imprisonment not exceeding 
six months, or both. 

Secrion 6. This act shall take effect upon its passage. 


C. P. A. Bill in District of Columbia. 


Upon recommendation of Auditor Alonzo Tweedale, the Commis- 
sioners will forward to Congress a bill creating a board of accountancy 
in the District, and prohibiting any person from using the title “ Certified 
Accountant” or the abbreviation, “C. P. A.,” until he has received from 
the board a certificate of his qualifications. 

The proposed bill provides that the board shall consist of three mem- 
bers to be appointed by the Commissioners. The members of the board 
first to be appointed shall be skilled in the practice of accounting, and 
shall have actively engaged therein in the District for a period of at least 
three years prior to the date of the passage of the act. ‘Those appointed 
later must have certificates from the board of accountancy. The term of 
office is three years. 

The penalty provided for using the title “ certified accountant ” without 
having obtained a certificate from the board or for violations of any 
other provision of the act is a fine not exceeding $500 or six months’ 
imprisonment. In recommending the passage of the bill Auditor Tweedale 
said it was prepared after conference with men standing high in the 
profession of accountancy, and follows the best laws on this subject that 
have been enacted in various States—Washinzton (D. C.) Times, Febru- 

ary 6, 1900. 


Personals. 


E. G. Shorrock & Co., Certified Public Accountants, Seattle, Wash- 
ington, announce that they have opened an office at 741 Peyton Building, 
Spokane, Washington, under the management of Mr. Charles M. 
Culp, C. P. A. 


Touche, Niven & Company have opened an office in the Traders Bank 
Building, Toronto, Ont., under the management of Malcolm H. Robin- 
son, C. A. 
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Uniform Bank Voucher Check. 


As a result of two meetings held by the representative committees of 
the American Bankers Association, the American Association of Public 
Accountants, the Society of Railway Financial Officers, and the Associa- 
tion of Railway Accounting Officers, three resolutions were passed, defin- 
ing the character of the voucher check, which would be acceptable to all 
the associations represented. These resolutions were as follows: 


RESOLUTION No. 1. NEGOTIABILITY. 


“That it is the sense of this meeting that the voucher check be made 
in negotiable form.” 


RESOLUTION No. 2. Form. 


“That it is the sense of this meeting that a voucher check should be 
in the form of a straight check or draft, and endorsement of the payee 
thereon be accepted as the only receipt required.” 


RESOLUTION No. 3. GENERAL REQUIREMENT. 


“That it is the sense of this meeting that the check voucher should 
be of the standard check size and in the standard draft form, with the 
number, date, amount and signature at the right end in the order 
named, and the name of the payor (Bank or Treasurer of Company) in 
the lower left corner, and that where a folded voucher is considered 
necessary by railroad companies, it should fold to standard check size, 
the check or draft to be at the bottom. 

“That when a detachable check is used it should be in the standard 
form described above.” 


The conference committee further recommended the following general 
characteristics : 


Numper, Date, AMOUNT, SIGNATURE. 


“We believe that the number, the date, the amount and the signature 
should all be in evidence on the right hand side of the check.” 
PAPER. 


“That the paper of the original should be of good quality and that the 
paper of the copy should be of a different color to easily distinguish it 
and may be of inferior quality.” 


ADVERTISING BusINESS CARDS. 


“ That no advertising or business cards should be placed upon the check 
form which may tend to confuse or blind the party handling the check or 
cause important details of the check to be obscured.” 
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SIZE. 


“The size of the check or draft form should be from 3 inches to 
3% inches wide by 8% inches long, and folded vouchers of whatever size 
should readily fold to the same dimensions, and thus adapt themselves 
to all ordinary check files. Checks narrower, wider, or longer than these 
dimensions are objectionable.” 


The Committee of the American Association of Public Accountants 
believed that it would be better to recommend that a detachable check 
should be used wherever possible, the check and the voucher to be sepa- 
rated before mailing, but to be mailed together, but this view did not 
prevail. The Committee of the American Association of Public Account- 
ants believes that a very decided advance was made through the co-opera- 
tion of these various committees, and in their joint endorsement of a 
voucher check of the character described. 


New York University Dinners. 


The first annual dinner of the Alumni of New York University School 
of Commerce, Accounts and Finance, wes held at the Hotel St. Denis, 
Saturday evening, January 16, 1909. The guests and speakers of the 
evening were: Mr. James G. Cannon, Vice-President of the Fourth 
National Bank of New York, and Trustee of New York University; Dr. 
Wm. H. Allen, Secretary of the Bureau of Municipal Research; and 
Dean Joseph French Johnson. 

Mr. Cannon’s address was largely concerned with the present method 
of conducting C. P. A. examinations in New York State, and with the 
improvements which he thinks desirable. He said in part: 


“As a friend of the certified public accountant, I seem to have stirred 
up quite an interesting discussion lately on the subject of accountancy. 
Iam not a ‘muckraker,’ as that is not in my line, but I do contend that 
the present conditions surrounding the certified public accountant law 
in this State are not satisfactory and that the examinations as conducted 
for the degree of certified public accountant should be modified. 

“T would suggest the following remedies for some of the defects in 
our present system: 

“ First, revise the plan and scope of the examinations, making them in 
two divisions, as in Pennsylvania, whose certified public accountancy law 
I consider much better than our own. 

Second, insist upon a change from year to year in the personnel of the 
board of examiners, which board should only act in an advisory capacity 
to the board of regents, passing upon evidence submitted by the various 
candidates as to their practical experience and qualifications for admittance 
to the profession of certified public accountant. 

“Third, the candidate should be required to furnish an affidavit as to 
his experience, qualifications and reference as to his character, and the 
examinations of such credentials should be undertaken by the examiners. 

“Fourth, while the Pennsylivania law provides for registration in the 
office of a certified public accountant, it is also permits the candidate to 
make preparation for his final examination in a proper school of account- 
ing. 
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“It seems to me that this covers the main point, and if the law in this 
State was changed it would be an incentive for colleges throughout the 
State to establish schools of accountancy which would come up to the 
standard prescribed by the board of regents, and if they were the same 
high grade as our schools of law and medicine there would be an incentive 
for the student to enter this profession, knowing that with due application 
on his part there would be a chance of his ultimately securing the full 
degree of certified public accountant, and I look forward to the time when 
the School of Commerce, Accounts and Finance of the New York 
University will be so thoroughly equipped and so in accord with the 
law of the State and in high standard of the board of regents that both 
the necessary study and requirements as to experience may be acquired 
in this school, so that we can graduate our man with a degree of certified 
public accountant.” 

Dr. Allen gave a very interesting talk on the present evils of municipal 
accounting and the proper remedies. The toastmaster of the evening was 


Mr. Frederic R. Leach, president of the Alumni Association. 


The sixth annual dinner of the students of New York University 
School of Commerce, Accounts and Finance was held Friday evening, 
January 29, 1909, at the Hotel Astor. There was an attendance of about 
three hundred. The toastmaster was Mr. F. L. Fuson, President of the 
senior class of the school, and the speakers were: Judge James B. 
Dill, of New Jersey; President W. C. Brown of the New York Central 
lines; Count K. Midzuno, Japanese Consul-General in New York; Prof. 
John Spencer Bassett, of Smith College; President J. E. Sterrett of the 
American Association of Public Accountants; President C. H. Huttig of 
the Third National Bank of St. Louis; Chancellor Henry M. MacCracken; 
and Dean Joseph French Johnson. Among the other guests were 
President Frank A. Vanderlip of the National City Bank of New York; 
President John R. Loomis of the New York State Society of Certified 
Public Accountants; Mr. Ernest L. Suffern; Mr. J. Newton Gunn; Mr. 
Charles A. Conant; and Mr. H. F. J. Porter. 


Addresss by Mr. Wilkinson. 


In the course of an address before the students of New York Uni- 
versity School of Commerce, Accounts and Finance, on Friday evening, 
January 8, 1909, Mr. George Wilkinson, C. P. A., referred to the address 
of Mr. James G. Cannon, printed in the November issue of THE JouRNAL 
or Accountancy. Mr. Wilkinson said in part: 


“ The forward march of civilization, in so far as it relates to establishing 
the profession of the public accountant, takes this form. First, an 
association of individual accountants, second, the enactment of a State 
law creating the professional designation of C. P. A.; and, third, the 
establishment of a school or college course for the training of candidates 
for examination. Exactly this course has been taken by the pulic 
accountants themselves in New York, Pennsylvania, Illinois, Ohio and 
Colorado, while in some of the other States the accountants have secured 
the active co-operation of their State educational institutions in this 
paticular work well in advance of the passage of C. P. A. laws. 
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“Neither the C. P. A. law nor the rules made by the University of the 
State of New York place any hindrance in the way of a young man—even 
a school boy—practicing as a public accountant, but they do aim to 
prevent an unqualified person, without the skill, the knowledge and 
experience necessary, styling, himself a “Certified Public Accountant.” 

“What we need for the upbuilding of our calling into a learned profes- 
sion is several hundred successful candidates a year, well equipped by 
training and by study to do the difficult work of the accountant. These 
cannot be gained by letting down the bars and abolishing the one year’s 
examination requirement! The adoption of such a course would make 
the profession none the better, but all.the worse. The bankers of New 
York, and the business public throughout the State, would have a just 
complaint if your present standard were lowered. 

“The only way we know of is to build up the profession slowly and 
surely, by recruiting from the schools and colleges where theory of 
accountancy is being taught, and by drilling the recruits in our Offices, 
practical training and experience are to be gained. 

“Dean Johnson and the faculty here in the New York University 
School of Commerce, Accounts and Finance, and you young men, with 
earnestness and perseverance in devoting all your leisure to the actual 
study of the science and theory of accounting are doing the real work of 
building up the profession of the future.” 
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The Improvement in Municipal Accounts. 
Uniform Municipal Accounts. 


An influence which is quite potent in improving methods of municipal 
accounting is the growing practice of large corporations in many fields 
of industry and trade to exchange information among themselves regard- 
ing the cost of different parts of their work. It would probably surprise 
a good many readers of The Engineering Record to know how accurately 
certain large firms of contractors analyse the cost of their work, and how i 
ready they are to exchange part of this information with other con- ; 
tractors of high standing with whom they often come in competition. i 

The influence mentioned is entirely different from those which were 
at the bottom of the agitation for uniform municipal accounts some ten 
years ago. Then the desire for such accounts was mainly shown by 
students of public affairs, and there was no apparent wish on the part 
of public officials generally for anything of the sort. At the present time, 
this condition has disappeared. While students are as anxious as ever 
to obtain records of the cost of municipal government and of conducting 
public service operations, these records have become absolutely essential | 
for a good many commissions and deirable for the authorities of the 
State. A necessity has accordingly arisen which seems likely to bring i 
about the end so long desired. There are two more reasons which 
strengthen this belief. The first is the careful way in which the com- { 
pulsory systems of accounting are being worked out, as a rule. Instead 
of starting with trivial details, the systems are being developed from the 
top downward. As a result of this, while the methods are uniform ia | 
their nature, the large companies only are compelled to itemize their 
minor expenditures, the smaller companies having the privilege of lump- 
ing small sums under proper general classifications. A second reason 
for expecting improvement is the publicity drawn to poorly kept accounts 
at the present time. The old practice of printing in an annual report 
a complete list of every expenditure for every department, a list valuable 
only to the printer who secured the contract for publishing it, has been 
abandoned in many places for a business-like classification of accounts. 
The old system did not show what any of the money was spent for, as 
a rule, while the new system shows how much money is spent for each 
specific purpose and how much revenue is obtained from each source, 
leaving those who require more detailed information to obtain it from 
the proper books. 

The feature of the tendency toward uniform accounting which is 
most gratifying at present is the evident desire to establish systems 
 o which will be of real service and at the same time require as little 
labor as possible on the part of those paying for the bookkeeping. In 
some cases the public service commissions which are working out such 
methods have spent several years in correspondence with interested 
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parties, arranging schedules by which the work may be done in an 
economical manner, as useful to the companies and cities as to the 
commissions. Moreover, the systems of accounts required for different 
corporations are made a uniform as possible, in order that similar items 
in different lines of work may be compared with a minimum of diffi- 
culty—Engineering Record, February 6, 1909. 


Ohio’s System of Uniform Accounting. 


The plan of having a bureau or officer to install a system of public 
accounting and bookkeeping in all counties and to inspect each and every 
office in the state is being tried in Ohio and the second report will 
be due shortly. The law briefly is as follows: 

A department of the state auditor is established, known as the bureau 
of inspection and supervision of public offices. The chief and three 
deputies are appointed, at least one being of a different party, with a 
salary of $2,000, and a clerk with a salary of $1,500 is provided. 

Separate accounts kept for every appropriation or fund made by a 
taxing body, showing date and manner of every payment made out of 
the funds provided by such appropriation, the name, address, and voca- 
tion of each person or organization, corporation or association to whom 
paid and for what purpose paid. Separate accounts shall be kept for 
each department, public improvement, undertaking, institution and public 
service industry under the jurisdiction of every taxing body and of the 
state, and all services rendered by or property transferred from one 
department, public improvement, undertaking, institution or public ser- 
vice industry to another, shall be paid for at its full and true value by 
the department, public improvement, undertaking, institution or public 
service industry receiving same, and no department, public improvement, 
undertaking, institution or public service industry shall benefit in any 
financial manner whatever by an appropriation or fund made for the 
support of another. All unexpended balances or appropriations shall be 
transferred to the fund from which appropriated whenever the account 
with an appropriation is closed. 

The annual report is made by grouping a number of counties having 
approximately the same population. The first and only report published 
shows some striking discrepancies. For example, take the counties of Cuya- 
hoga ,Cleveland, 439,120; Hamilton, Cincinnati, 409,479; Franklin, Colum- 
bus, 164,460; Lucas, Toledo, 153,559; Montgomery, Dayton, 130,145, and 
the expenditures for advertising runs as follows: $40,173.15, $57,165, 
$33,028.70, $23,153.50, $16,446; charities, $28,951.53, $26,706.76, $51,156.23, 
$30,750.87, $48,218.27; miscellaneous expenses, $86,243.51, $373,805.68, 
$23,088.98, $30,077.92, $0,053.66—HeEnry W. Buttock, in J/ndianapolis 
Star, December 25, 1908. 
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A System of Waterworks Accounting. 


Abstract of a Report by A. G. Moffat, Chief Clerk of the Sewerage 
and Water Board of New Orleans, La. 


Adopted by the Sewerage and Water Board of New Orleans, 
November | 2th, 1908. 


One of the chief points in favor of the system outlined herein is its 
elasticity; it should accommodate 100,000 accounts as readily as 1,000 
by merely increasing the clerical force and the office equipment, without 
any material alteration in the system itself. 

Very few of the ideas presented are entirely new or untried; the 
system recommended is merely a coliection of what we consider the best 
ideas obtained from public departments in other cities, from commercial 
firms, or from systematizers of experience. These various ideas have 
been strung together, and amplified or modified here and there to conform 
to local laws and conditions. 


Recorp oF House CONNECTIONS. 


Applications for service connections are made in the plumbing depart- 
ment on cards. These, after being recorded, are transmitted to the house 
connection department for the making of the necessary connection. As 
soon as foreman’s report is received, stating that connection is complete, 
this report is numbered and filed; original application card is given the 
same number and card is transmitted to collection deparment. 

When this notice of connection is received by collection department, 
entry is made in “on and off book,” “inspection,” and “ Consumer’s ” 
cards are opened, and from that time on it is the duty of the collection 
department to see that no water is used through this connection without 
the board receiving the just revenue therefor. 

This number will be carried throughout the system—it will be the 
entry in the “on and off book,” the number of the inspection record, 
the number of the ledger account, and the number used by the engineer- 
ing department in recording repairs, etc., to connections. In the case 
of a double house, where there is but one connection, this connection will 
be given two serial numbers—one for each side of the house. 

When connection has been completed, plumbing department notifies 
plumber on postal card that he must “tie on.” This notice has return 
card attached, which plumber fills out and mails to secretary’s office when 
the “tie on” is complete. On receipt of this card, date of “tie on” is 
noted on “on and off book,” and “inspection card” and on “con- 
sumers’ ledger.” This location must then be inspected from time to 
time to prevent unauthorized use of water. 
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“On Orr Book.” 


The book of original entry, and one of most vital importance is the 
“on and off book.” This book is ruled with columns for serial number 
of connection, date, number and name of street, square number, date 
of “tie on,” dates when water was turned on and off, and columns for 
changes of rate each year, as well as columns for meter record. This 
book is in bound form, will last twenty years, and will record 5,000 
connections. 


“INSPECTION AND INDEX Carp.” 


As soon as notice of connection is received it is recorded on “ inspec- 
tion card” by bookkeeper. This card serves a dual purpose. It is first 
a street and number index to the customer’s accounts, index to “on,” 
“ off,” and “reinspection cards,” and provides a concise and permanent 
record of all inspections of premises, arranged for comparative pur- 
pose. It will last five years, with two inspections a year; or ten years 
with one inspection a year. 


“ ConsuMERS’ ACCOUNTS.” 


As soon as notification of house connection is received it is also noted 
on consumers’ card which is opened forthwith. This card bears the 
same number as the connection, the inspection card, etc. It is not titled 
according to the name of the consumer, but according to street .and 
number, and is filed according to serial number. This account is against 
the premises, and will always remain the same no matter who owns or 
occupies the premises. Lines are provided for change of occupants, 
change of rate, etc. A flat rate card will last fourteen years, a meter 
card seven. These should be in four colors: say, white for New Orleans 
flat rates; buff for New Orleans meter rates, pink for Algiers flat rates; 
and green for Algiers meter rates. This is for the purpose of classi- 
fication and convenience of handling, taking off trial balances or totals 
for controlling accounts. 

The consumers’ record has always been the bone of contention with 
those designing systems for water works, electric light. or gas com- 
panies. Modern systematizers, as a rule, prefer cards for this purpose; 
realizing as they do the enormous gains in time and labor that may be 
obtained by a proper clasification and an intelligent manipulation of 
cards. But, on the other hand, the more cautious business man, fears 
that a card may be removed by some unauthorized person or may be mis 
placed, thereby losing record of the connection entirely. While desir- 
ing to take advantage of the many excellent points of the card ledger, 
we have also sought to provide against any loss or confusion. 

In the first place, with proper office discipline, no card need be mis- 
placed, as only the bookkeeper in charge should be permitted to remove 
a card; each drawer should have a lock-bar for which only bookkeeper 
and head of department should have keys. 
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Wherever our investigations have lead us, we have asked the ques- 
tion: “Do you ever lose a card?” The almost invariable answer has 
been: “No, but one is sometimes returned to a wrong place, and 
requires some search to find it.” The Water Department of Wash- 
ington, D. C., has invented, and is now using a most ingenious and 
simple little device for limiting the range within which a card can be 
misplaced to 250ecards. The drawers hold 2,500 cards each. Each 
drawer has a strip of wood glued in bottom from front to back; this strip 
being located in a different place in each drawer. The cards belonging 
to each drawer have notches cut in them to exactly fit over this strip 
of wood. In this way it is impossible to return a card to the wrong 
drawer, thus confining our search to 2,500 cards. Now, cards have 
tabs on which is the last figure of its number. For instance, on 1,002 
this tab would read z. These tabs are in different positions across the 
drawer, there being ten tabs from 0 to 9. Thus in looking for card 1,002 
we would only have to look over the line of cards tabbed 2, of which 
there are 250 in each drawer. 

Furthermore, should a card be lost by us at rare intervals, which 
is not probable, it would be of little consequence. This record card is 
not an orginal record; and as long as we have the “on and off book,” 
which is a bound record and can never escape from us, the card can 
be speedily replaced. 


APPLICATIONS. 


The most common and convenient form of application is on a 
card. Cards are easier to handle, classify, and file than sheets of paper. 
As application is in the nature of a contract, applicant should be fur- 
nished with a duplicate. On the back of this duplicate should be 
printed our rates, and such rules and regulations governing the con- 
sumption of water as the honorable sewerage and water board sees 
fit to adopt. 


“TurRN ON NOTICE.” 


As soon as application is received “turn on notice” is filled out. 
This instructs inspector to visit premises and turn on water, if inspec- 
tion proves satisfactory. On the back of card is space for results of 
inspection, and date and hour of turn on. Theses cards should be made 
as small as possible, for the reason that before long they will number 
many thousands (together with the “off” and “reinspection” cards), 
one being issued for every separate turn on, are not referred to after. 
filing away, unless question arises as to their correctness, etc., and should 
be made to occupy as little filing room as possible. 

There cards are returned by inspectors preperly filled out. The quar- 
terly rate is then figured by application clerk and noted on card. Card 
is then transmitted to bookkeeper, who records it on the “on and off 
book,” on the “inspection card” and on the customers’ record;” then 
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to the addressograph operator who makes stencil; and, if a meter 
account, to the chief meter reader who opens meter readers’ card. 
This connection then passes from a dead to a live account and begins 
to yield a revenue, and it becomes the duty of the department to see 
that this revenue is obtained regularly. We should maintain a suf- 
ficient inspection force to comply with applications for water promptly; 
all applications for turning on made in the forenoon should be attended 
to in the afternoon, and all applications filed in the afternoon should 
receive attention the following forenoon. 


BILLING. 


The bill should be given most careful consideration at our hands, 
as its preparation is one of the biggest items of our clerical expense. 
Different styles of bills are to be found in every locality, but all agree 
as to the use of the cashier’s stub. 

Form of bill submitted herewith, the idea of which was obtained at 
Cleveland, Ohio, is recommended for adoption. Instead of being of 
bond paper, it is of light cardboard, and of such dimensions that when 
the stub is clipped off, it is exactly the size of a post card. In the 
first place, being on cardboard, it is far easier to handle than if it were 
on paper; it can be placed in addressing machine far more quickly; 
cards do not cling together as paper will sometimes do; furthermore, 
it is not much more costly than if on paper. I find that 10,000 bills 
on bond paper will cost us $25.00; while the same number on card- 
board costs $26.00. 

Now we will find that, in spite of any rules that we may adopt, 
many consumers, either through ignorance or intent, will mail check and 
bill to office, instead of calling to pay it through window. In this 
case it will require a two-cent stamp, an envelope, the labor of address- 
ing and putting in envelope, to return receipted bill. In a few cases 
the cost of this would be so small as to pass unnoticed, but when it 
occurs in thousands of cases (as very likely it will) the expense 
will be considerable. Cleveland has partly solved this problem with 
their card bill. As said before, when stub is clipped off, the bill is size 
of a post card, which only requires a one cent stamp and an address 
on back to carry it to its destination, thereby cutting in half the postage 
and saving envelope and labor of folding and placing in envelope 


Tue ApDpRESSING MACHINE. 


The addressing machine plays a most important rdle in the equip- 
ment of every water works, gas or electric company office. It is simple 
to operate; a fifteen year old boy can turn out 2,000 bills an hour after 
he becomes familiar with its use. With it flat rate bills can be made 
complete, on meter bills it writes the name, address, account number, 
routing and minimum rate. 

As soon as turn on is made addressograph operator is notified. 
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He makes stencil, giving name of customer, street and number, account 
number, and routing; and in the case of flat rates the amount per 
quarter of bill. These stencils are placed in hoppers, according to route 
numbers, meter and flat rate bills being filed separately, and each dis~ 
trict having its own hopper. 

As soon as flat rate bills have been run through machine they are 
ready for delivery; no checking is necessary; the process is mechanical 
throughout and there is no possibility of error. They pass through 
machine in order of delivery and are handed to men making deliveries 
without any rearrangement whatever. 


RECORDING. 


It is not necessary to record flat rates from bills or from any 
source except consumers’ cards. Bookkeeper takes each card, noting 
that every serial number is on hand, and simply enters down the date 
of charge and the amount, which remains the same from month to month 
until inspectioi reveals changed conditions, which is noted on card at 
time of inspection. 


Meter REeEcorpDs. 


The clerical work incident to metered premises is considerably 
greater than for consumers paying flat rates. 

As soon as flat rate is replaced by meter, new inspection must be 
made on separate cards used for this purpose. These cards are handled 
and filed similarly to the “turn on cards” heretofore described, but 
are of a different color, and give number and kind of meter, etc., and, 
on inspector, minimum rate must be recorded, as well as maximum 
amount of water allowed for this minimum rate. 

The setting of a meter is recorded on “on and off book.” The 
“inspection card” is replaced by one of different color, and different 
detail. The ledger account card is also replaced by one of different 
color and different detail. 


MISCELLANEOUS CHARGES. 


We will also have miscellaneous charges for water used for build- 
ing and paving purposes, etc., etc., which will possibly amount to from 
$10,000 to $15,000 a year, which should be separated from the ordinary 
consumers’ accounts. A separate series of cards should be kept for 
such accounts, one card for each customer; cards filed alphabetically. 
Original charge should be made on bill form (in duplicate) similar to 
bills now in use in general office; original bill to have cashier’s stub 
attached. 

These charges are first journalized by individual bookkeeper, and 
customers’ accounts debited, and at the end of the month journal is 
transmitted to the general bookkeeper in order that the proper controlling 
accounts may be credited. 
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Conpuctep sy Leo GrEENDLINGER, M. C. S. 


Criticism: and exchange of ideas will clear many a doubt and at the same time improve 
shortcomings. To solve, compare, and criticise C. P. A. problems, and thereby to aid in 
bringing about a uniform American standard for C. P. A. examinations, is the object of this 

tment. With the aid of suggestions and criticism from the professional brethren, i 
can undoubtedly be achieved. Inquiries will be cheerfully answered. , 


The following is the fifth problem in practical accounting (Part 2) 
of the February 1908 examination, set by the New York State Board 
of Accountancy, with solution by Mr. James Fletcher Ruark. 


A corporation was formed witha capital stock of $500,000.00 (of which 
$200,000 is preferred and $300,000 is common stock), to acquire and 
consolidate three existing corporations designated as A., B., and C., and 
having the following status respectively: 


Book Accounts. Liabilities. Surplus. Deficit. Capital. 
ea $171,000 $56,000 $15,000 $100,000 
165,000 80,000 $5,000 90,000 
a 47,000 6,0000 55,000 

$444,000 $183,000 $21,000 $5,000 $245,000 


The several vendor companies contract with the promoter to sell their 
assets, excluding cash funds, as above stated and including goodwill, at 
the following prices respectively, viz.: A., $125,000; B., $100,000; C., 
$75,000, payable one-half in cash and one-half in preferred stock to be 
issued, therefor, by the new company, which is also to assume all out- 
standing obligations. 

The promoter or vendor contracts with the new, or vendee company to 
acquire the several properties subject to the liabilities as stated and to 
provide an additional working capital of $100,000.00 cash, and to take in 
payment therefor the entire authorized stock of the new company, out of 
which the subscribing incorporators and directors will acquire their stock 
by purchase from the underwriters. 

The common stock is undewritten by bankers at 80 per cent. with 
bonus of one share of preferred to each ten shares of common stock. 
The bankers are also to take an additional $10,000 of preferred stock at 
par, as part of their agreement. 

(a) Frame opening entries and balance sheet of the vendee company, 
showing the costs respecitvely of assets, goodwill and organization 
expense on the assumption, that the terms of the several contracts, are 
known to all the parties concerned and form the basis of the financial 
values established. 

(b) Frame closing entries of “A” company, showing cancelation of 
stock and distribution of proceeds of sale among stockholders. 

(c) Show promoter’s compensation or profit for effecting the consoli- 
dation. 
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SOLUTION: 
(a) THE ———————- CORPORATION 


INCORPORATED UNDER THE LAWS OF THE 
STATE OF NEw YORK WITH AN 


AUTHORIZED CAPITAL 
OF 
$500,000.00, 
DIVIDED INTO 2,000 SHARES PREFERRED 


AND 3,000 SHARES COMMON STOCK, 
PAR VALUE $100 EACH. 


working capital provided by the promoter, as 
per agreement. 


acquired from: 
$171,000.00 
108,000.00 
BoNus—ORGANIZATION EXPENSE $100,000.00 
being organization expenses allowed promoter 
as follows: 
For underwriting common stock 
20% of $300,000............... $60,000 


30 shares preferred stock @ $100.. 30,000 
promoters compensation 100 shares 
preferred stock @ $100........ 10,000 


representing excess payments for plants 


acquired, viz.: 


$10,000.00 
assumed by this Co., viz.: 
47,000.00 


2,000 shares of preferred stock 3,000 shares 
of common stock par value of each $100.00. 
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BALANCE SHEET OF THE........... ee 190 
ASSETS LIABILITIES 
Plant and wacpeied assets... 444,000 Capital stock: 
Goodwill. . wseeeeees 39,000 || Preferred stock... $200,000 
Organization. expenses. ... 100,000 |} Common stock... 300,000 500,000 
$683,000 $683,000 
$10,000.00 
being the amount in excess of book values 
from sale of business to promoter 
To close above accounts on the books and 
charge promoter with selling price. 
(of vendee Co., at par) 
To record settlement as made by promoter in 
accordance with agreement. 
To close all accounts on books of this Co. and 
distribute preferred shares of the vendee Co. 
and the cash to the stockholders of this Co. 
(c) Transactions of promoter, assuming that they 
are all recorded as and when made or con- 
tracted for: 
To Sundry Liabilities Assumed.......... $183,000.00 
Co. A. (Purchasing Price) ............ 125,000.00 
Co. B. Price) 100,000.00 
Co. C. (Purchasing Price) ............ 75,000.00 


showing the assets and liabilities bargained 
for and transferred to the promoter together 
with his liability as recorded in favor of the 
three Companies respectively; (he has not 
the cash with which to pay them until he has 
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succeeded in getting the shares of the vendee 
company underwritten as _ stated in the 
question. ) 
being the net assets of the companies A., B., 
and C., transferred by the promoter to the 
rf new or vendee Co., $483,000 less $183,000. 
to close out the accounts of the various 
liabilities assumed from Companies A., B., 
and C., respectively, as per entry 1 above 
to close the accounts of the various 
assets taken over from Companies A., 
B., and C., respectively, as per entry I 


above. 
$400,000.00 


For entire capital stock of vendee Co. 
($500,000.00), turned over to promoter as per 
agreement, showing credit to profit and loss 
1 for gross amount allowed the promoter for 
affecting the consolidation. 
for sale to the bankers by the promoter of 
100 shares preferred stock at par, as per ; 
agreement of underwriting. 


for sale to the bankers of the entire common 
stock @ 80%, difference being cost of under- 
writing; with additional bonus of 1 share of 
preferred stock to each 10 shares of common 
stock. 
for payment to vendee company of the 
$100,000 cash working capital as per agree- 
ment, which completes contract with said 
company and wipes off existing liability in 
full. 
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Dr. PROMOTER’S PROFIT AND LOSS ACCOUNT. Cr. 
To expenses borne in ef- By gross allowance by 
fecting consolidation as Vendee Company for 
follows: the preliminary costs of 
Bankers charges for un- consolidation of the 
derwriting common various companies into 
os $90,000 the Vendee Company... $100,000 
Balance (carried down) 10,000 
being net profit for ser- 
vices rendered......... 
| $100,000 
$100,000 
The final accounts of the promoter are: 
100 shares vendee Co.’s preferred stock 
$10,000.00 ; 
this being his net profit as per 
profit and loss account.............. $10,000.00 
CoMMENTS: 


This problem tests a candidate’s ability better than any of the highly 
specialized questions. It would, perhaps, have been better, if the exam- 
iners had made it compulsory rather than question four, which calls for 
mathematical answers. The question calls [in (a)] for opening entries 
and balance sheet of the vendee company. The latter is hardly necessary, 
as the entries disclose the assets and liabilities. Such requirement only 
adds additional labor without testing the candidate, excepting, perhaps, 
for the purpose of the make up, so as to test him in the technique. As 
other problems in the same paper make this demand, there is no object to 
be gained through the repetition. 

Though the solution is not in the best possible form, it is an accurate 
answer to the problem. The solution should show the subscription to the 
stock, but, in the present case this cannot be done, as the problem is silent 
about it; an entry, supplying it would be useless, as the subscription 
could have been for a part of the capital stock only. In showing the 
promoter’s profit for effecting the consolidation (c) the answer is rather 
elaborate. It not only gives the profit, but traces it step by step from the 
start to the finish. 

A further statement could be shown of the cash transactions of the 
promoter, which would reveal the fact that the promoter made no cash 
advances whatsoever. Not until he had succeeded in underwriting the 
stock did he pay out anything. His net profit is, as shown above, repre- 
sented by the 100 shares of preferred stock which, from the wording of 
the question, we assume he retained, or sold at par, his gain being the 
same in either case. 
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